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Foreword

Since the early 1980s, a number of countries in Eastitegration grouping which replaced the Preferential
Africa have been implementing economic reform andirade Area for Eastern and Southern Africa (PTA).
structural adjust programs in order to address issuedince the promotion of trade has emerged as one of
of declining agricultural output, limited commercial the primary economic goals for many countries in
import capacity, and stagnating economic growthEast Africa, trade policy is one area in which most, if
These reforms were proposed and supported by Intenot all East African countries have begun converging
national Financial Institutions (IFls) such as the Worldtowards more liberal regimes. Most have liberalized
Bank, African Development Bank (ADB), and Inter- their import regimes by lowering tariffs, reducing
national Monetary Fund as conditionality require-tariff dispersion, and reducing/eliminating quantita-
ments for obtaining structural adjustment loans. tive restrictions.

Although progress made in these reforms has not Import licenses have been eliminated; most coun-
been uniform across sectors and among countriefjes maintain little or no export restrictions, and do
they were pursued with determination and have yieldedot levy export taxes. Most Governments have estab-
some significant benefits in a few countries. Fiscalished free trade zones, instituted export incentives,
deficits have been reduced, inflation moderated andffered tax and duty exemptions, and relaxed foreign
the exchange rates in many cases made more realisticvestment restrictions. Public enterprise reforms have

Prices of farm products have become more atPeen the most difficult to implement.

tractive than before, and the liberalization of agricul-  In view of the potential implications of structural

tural markets has improved incentives. But mucladjustment and economic reform programs for subre-
remains to be done, among other things, in improvingional and regional trade, food security, and overall
trade policy, restructuring public enterprises and reeconomic growth and stability, this study is a step in
organizing the financial sector. Many countries inthe direction of informing Governments in the region

East Africa continue to suffer a deterioration in theirand the international community of the status and
international terms of trade and severe declines ifuture of economic reforms, especially trade policy
living standards. reforms and how they all relate to national and re-

Although they date as far back as 1919 with thégional development. The low levels of recorded intra
formation of the East African Community (EAC), regional trade that are noted by the study exemplify
regional integration and trading schemes have ndt" €Xisting trend in other regions of sub-Saharan
been successful in East Africa. However, countrieé\Tica and are largely explained by restrictive trade
have not been deterred from participating in them. (#liCiés of the past. The renewed political spirit sup-
recent years, various East African countries hav@0rting regional economic integration that Mr. Ngeno
expressed a renewed interest to pursue regional intBllUdes and his survey of existing and emerging trade
gration. With this spirit, leaders of six East African SChemes is testimony to the increasing realization by

countries and others outside the region formed thE@St African leaders of the potential rewards of re-
Cross Border Initiative (CBI) in August 1993. CBI'’s gional economic groupings, as was called for by the

goal is to expedite and consolidate economic integrat220 -agos Plan of Action for the Development of
tion in Africa and create the Common Market forAfrica.
Eastern and Southern Africa (COMESA), a regional



Partly because of its comparative nature, but alséood Security and Productivity Unit in the Office of
due to its focus on trade policies, the report goeSustainable Development, Productive Sector Growth
beyond several institutional efforts to review andand Environment Division (AFR/SD/PSGE), and the
evaluate the economic reform and structural adjustRegional Economic Development Services Office for
ment programs in East Africa in particular and subEast and Southern Africa (REDSO/ESA).

Saharan Africa in general.

This report s one in a series of studies on Africa’sCUt Rensrra
regional trade and agricultural comparative advanDvn Ol
tage, a joint activity of the USAID Africa Bureau’'s USAID/AFR/SD/PSGE

Vi



Executive Summary

This study analyses the current and future status damplementation of these reforms. Burundi, Tanzania,
the implementation of key policy, regulatory, andand Ethiopia have marginally implemented the re-
institutional reforms in six East African countries. forms but Rwanda has made no effort at all. Techni-
The policy reforms analyzed include fiscal, mon-cal difficulties and the nonviability of the enterprises
etary, trade, public enterprises, investments, and pricbas delayed implementation of these reforms.
and market liberalization. The countries covered by  The most successfully implemented policies have
the study are Burundi, Ethiopia, Kenya, Rwandayeen trade and price and market liberalization. Trade
Tanzania, and Uganda. liberalization is almost complete in all the countries
These countries experienced economic stagnaxcept Rwanda and Ethiopia. Relaxation of import
tion in the 1980s as a result of worldwide recessiongontrols and export promotion have generally been
depressed commaodity prices, social, and political infully implemented. Tariff reforms are still lagging
stability and poor economic management. Thesbehind in Rwanda, Uganda, Kenya, and Ethiopia; the
countries have also faced severe macroeconomic isame applies for exchange rate reforms in Rwanda,
stability and structural imbalances since the earhBurundi, and Ethiopia. The targets for price and mar-
1980s. The economies of these countries are quiteet liberalization have been met in all the countries
similar. With per capita gross national product of lesexcept Burundi and Ethiopia.

than US$350, they are all ranked among the poorest |, estment policies have been moderately imple-
countries in the world with Tanza'mla, Ethiopia, andmented. These policies have been, or are close to
Uganda ranked as the second, third, and fourth POOKeing, fully implemented in Uganda, Kenya, and

est in 1991 respectively. High population groWthTanzania, but are at the early stages of implementa-

rates contribute to the low per capita incomes. o in Ethiopia and have not been implemented in
Attempts have been made to rejuvenate thesBwanda and Burundi.

economies through the implementation of stabiliza- 5| the countries, except Rwanda and Burundi,

tion and structural adjustment reforms. The reforms o\ e made good progress in fiscal reforms. Never-
have been implemented with muliilateral and bilat+hejess, no country has successfully implemented all
eral donor support, especially from the International)anneq reforms. The targets for deficit reduction
Monetary Fund and the World Bank. These are thg oo met in Uganda, Tanzania, and Ethiopia but
policies analyzed in this study. The status of currenfjjaq to be met in the other countries. Tax reform
policy implementation is assessed against the Me%rgets were only met in Kenya and Tanzania and

sures agreed upon between the countries and the, . barely implemented in Rwanda, Uganda, and
donors. Future policy reforms are evaluated on th%thiopia. Budgetary reforms were poorly imple-
basis of their comprehensiveness and realism. Tho$ganted in all the countries except Uganda.

policies that approximate best practice and appear

realistic on the basis of past policy performance get Good progress ha_‘s_ begn made in the.lmplemen-
top marks tation of monetary policies in all the countries except

Burundi. The implementation of some individual
The study finds that public enterprise reforms,jicies has been poor and patchy. Although, control
have been the most difficult to implement. Only ¢ money supply has not been successful in Burundi,
Kenya and Uganda have made some progress in tgyanda, Tanzania, and Kenya, targets have been fully

Vii



met in Rwanda and Ethiopia. Interest rate reformgrogram than Rwanda. This is especially true of in-
have been fully implemented in most of the countriesvestment and public enterprise reform. Fiscal deficits
Uganda, Kenya, and Tanzania have fully met thend budgetary control, together with interest rates
targets for banking regulations. The implementatiorand exchange rate policies, are the areas in which
of bank reform policies are minimal in Rwanda andBurundi’s reform program remains weak. Plans to
have not been made in Ethiopia. Monetary policiesmplement tariff and price control policies have not
have not been implemented in Burundi. been started.

On the whole, Kenya, Uganda, and Tanzania For the better performers, Uganda and Kenya
have the most articulated policy reforms. The rehave the most comprehensive policies. All reforms,
forms in these countries have also been mostly impleexcept fiscal policies have been comprehensively
mented. This performance is explained by the factlesigned in these countries. Fiscal reforms, interest
that policy reforms in these countries have been implesate policy, and privatization policies have not been
mented over longer periods than in the other counwell articulated in Tanzania. Policy reforms in Ethio-
tries. Rwanda, Burundi, and Ethiopia are the poopia are at their infancy. This is especially true of
reformers. This is primarily because of social andiscal, trade, and public enterprise policies. Consid-
political instability in these countries. Ethiopia is aering that Ethiopia only started reforms in 1992, the
special case because before 1991 its economy wasmprehensiveness with which policies have been
highly controlled, and reforms were only begun at thelesigned is remarkable.

end of 1992. The study established that recorded trade among

Most of the countries have comprehensively arthe countries of Eastern Africa is very low. Kenya's
ticulated proposed future policy reforms. This isexports to the region are the highest at only 13 per-
especially true of monetary, investment, price andent of total exports. Rwanda and Uganda source
market liberalization, and public enterprise policiesabout 22 and 23 percent respectively of their total
Trade policies have been comprehensively designdthports from the region. Imports from the region by
in Uganda, Kenya, and Tanzania, with Ethiopia onlyother countries make up less than 5 percent of their
marginally behind. The design of these policies istotal imports.

however, poor in Rwanda and Burundi. The least  1ne |y |evels of recorded intra-regional trade

articulated reforms are fiscal policies. No country.on pe attributed to restrictive trade policies, espe-
has comprehensively designed deficit reduction poliéia”y high trade taxes, foreign exchange, and import
cies, and tax and budgetary reforms have only beeg, o5 These policies reduce cross-border trade in
comprehensively designed in a few countries. the region by placing barriers to trade and by reduc-
At the country level Kenya, Uganda, and Tanzading the incentives to trade. They also distort the level
nia have the most comprehensive policies, followeaf recorded trade by encouraging trade to go through
by Ethiopia and Burundi. Policy reforms are pooresunofficial channels, such as smuggling, therefore
in Rwanda where investment and market liberalizacausing under reporting of total intra-regional trade.
tion policies have not been stated. Even those poli-oreign exchange controls also contribute to the dis-
cies that are to be implemented in Rwanda have naortion of recorded trade by encouraging overinvoicing
been clearly formulated. This is true of trade policyof imports and underinvoicing of exports as a means
and public enterprise reforms. Only monetary poli-of exporting capital. Trade liberalization will there-
cies and policies on price controls, subsidies andore not only raise recorded intra-regional trade
taxes have been well defined. This poor performanctrough improved incentives and removal of obstacles
in Rwanda is a result of continued civil strife. Al- to trade, but also by removing incentives to engage in
though social and political instability has also af-smuggling. Liberalization also reduces transaction
fected the reform program in Burundi the country hasosts of foreign trade, leading to lower costs of im-
managed to design a more comprehensive reformported goods, improving consumer welfare.
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The study also reviews several regional integraregional trade and trade between the region and the
tion schemes. The review concentrates on the objecest of the world.

tives, achievements and prospects of the integration  The removal of quantitative restrictions to trade

schemes. Itfinds that most of the integration schemeg,q the movement toward convertible currencies will
have failed to meet their objectives. The major r€agirectly promote intra-regional trade. The policies
son is unequal distribution of benefits. The schemeg;i;| aiso remove incentives for smuggling and other
have also failed to increase intra-regional trade as igaqa activities and raise recorded trade. UTL will

result of the competitiveness in production among thg g promote macroeconomic stability that improves

partners and the failure to liberalize intra—regionalcredibi”ty of government policies and encourages
trade.

higher investment in the region. The most important
The study concludes that regional integrationaspect of the new regionalism, however, is that by
based on unilateral trade liberalization (UTL) by eactemphasizing unilateral economic policies the polar-
member of the region is the most appropriate form ofzation effects are neutralized, which caused break-
regional cooperation. This type of arrangement iglowns in regional integration schemes in the past.
likely to succeed where the old regionalism failedEach country will be forced to confront the conse-
because it encourages competition, increasing effiquences of economic reforms since there will be no
ciency in production within the region. This will scapegoats.
lower the costs of production and promote intra-






Glossary of Acronymsand Abbreviations
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TGE
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UNDP
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USAID
UTL
uTto

VAT

Economic Community of the Great Lakes Countries
Common Market for Eastern and Southern Africa

Emergency Reconstruction and Recovery Project of the World Bank
East African Community

Economic Recovery Program

Enhanced Structural Adjustment Facility

Gross Domestic Product
Gross National Product
Government of Kenya

International Development Agency
International Monetary Fund

Kenya National Trading Company
Kenya Planters Cooperative Union

Open General Import License
Preferential Trade Area

Structural Adjustment Credit
Structural Adjustment Facility
Structural Adjustment Loan
Special Drawing Rights

Transitional Government of Ethiopia
Taxpayer Identification Number

United Nations Conference on Trade and Development
United Nations Development Program

Uganda Revenue Authority

Unites States Agency for International Development
Unilateral Trade Liberalization

Unilateral Trade Organization

Value Added Tax
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1. Introduction

outcomes from policy changes. Also discussed are
situation where there is no policy or where there are
policy reversals. Future policy programs are reviewed
in terms of their comprehensiveness and the extent to
which they can be implemented.

Sections 2 through 7 review progress on program The future reforms reviewed are those for 1994 and
implementation by the countries under study. Curreniggs. However, in many cases the latest available
and future policies, including program targets, areyolicy documents are for earlier years. In such cases

reviewed. The evaluation of program implementationthe review covers the latest years for which informa-
is done by comparing program targets with actuajion is available.

CURRENT AND FUTURE STATUS OF
IMPLEMENTATION OF POLICY
REFORMS IN EASTERN AFRICA







2. Rwanda

* increase in net official foreign reserves to the
equivalent of three months of imports by the end
of 1993; and

Rwanda is a small open economy. It is highly depens  reduction in budget deficits (excluding grants) to
dent on commodity exports of which coffee and tea  apbout 5 percent of GDP by 1993.

accounted for 72 percent and 15 percent of total

exports respectively in 1988. The country enjoyed a The structural measures to be implemented included
long period of political stability and economic growth exchange rate liberalization, tariff reforms, import
was high in the 1970s. The economic growth, averagiperalization, export promotion, tax and budgetary
ing an annual rate of 5 percent during this period, wageforms, monetary policy reforms, public enterprise
accompanied by macroeconomic stability and loweforms and pricing policy reforms. There were also
inflation. This performance was a result of good ecosectoral policy reforms, namely: agriculture, indus-
nomic management, a favorable external position, &y, energy, transport, social development (popula-

high level of external reserves and a low debt servicgon, education, health, poverty alleviation and women
ratio. The trade regime was liberal. There were hardly, development) and environment.

any quantitative restrictions on imports and although
imports were subject to licensing, licenses were lib*
erally granted. MACROECONOMIC PERFORMANCE
The Rwandan economy began to deteriorate in the
1980s. This was principally as a result of decliningThe performance of the structural adjustment pro-
terms of trade, an overvalued exchange rate, expagram is difficult to evaluate given that data for only
sionary fiscal policies and structural rigidities. Theone year of the three-year program are available. The
effects of these problems were compounded by civiteview here is therefore based on the 1991 data and
war which started in October 1990. The war disssome data available for 1992.
rupted economic activities and raised public expendi- In general, most program targets for 1991 were
ture. To address the economic problems, the Govermnet. The exception is for fiscal and economic growth,
ment of Rwanda adopted a medium-term structuralvhich could not be met because of civil strife which
adjustment program for the period 1991-93. This proincreased military expenditures and disrupted eco-
gram was supported by an IMF Structural Adjust-nomic activities. The real GDP was projected to grow
ment Facility in amount equivalent to SDR 30.66by 1 percent but instead declined by 2.9 percent. The
million and a World Bank structural adjustment creditoverall deficits and primary deficits rose by 13.3
of US$90 million. percent and 16.3 percent of GDP respectively against
The macroeconomic targets of the programs in1991 program targets of 9.3 percent and 2.7 percent
cluded: of GDP.
+ the growth of the economy at an average annual The rate of inflation which was estimated to be 28
rate of 4 percent from 1992; percent was only 19.4 percent in 1991. A 40 percent
» lowering of inflation to about 5 percent by 1993; devaluation of the Rwandan franc in November 1990
 reduction of deficit in external current accountled to a depreciation of the real effective exchange
(excluding grants) to 11 percent of GDP by 1993yate, by 34.4 percent in 1990. However, by the end of

BACKGROUND




1991 the exchange rate had appreciated by 8.3 pebe reduced.
cent. The 15 percent devaluation in June 1992 was The budgetary targets of the program could not be
aimed at correcting this exchange rate misalignmenattained because of continued deterioration of the
Lower imports translated to a current account deficieconomy and increased spending and imports. Some
of 11.6 percent of GDP in 1991, compared to theeffort to raise revenue was made. Sales taxes were
program target of 15.2 percent. Increase in officiataised in December, 1991 from 2 percent to 5 percent
capital flows and short-term private capital inflows for essential goods and by 1 percent, 6 percent and 10
led to an overall balance of payment surplus of US$6@ercent for services, entertainment and other goods,
million in 1991. By the end of 1991, net official respectively. Specific import taxes were also raised
foreign exchange reserves equalled 3.8 months an petroleum products. Reductions of tax exemptions
imports. under the 1987 Investment Code were not imple-
Available evidence show that the Rwandan economynented. However, a reform of the tax system was
continued to deteriorate in 1992. This was perpetustarted in 1992,
ated by escalating civil war and a precipitous decline
in coffee prices. Monetary Policy

The government was to implement a restrictive mon-
etary policy as a means of controlling inflation and
supporting the exchange rate policy. This was to be
Fiscal Policy achieved by the setting of quarterly ceiling on credit
expansion by the Central Bank through a system of

The major fiscal policy target was reduction in bud-reserve requirements, liquidity ratios, and rediscount
get deficit and increase in tax revenue collection. rates for commercial banks. Positive interest rates

The budget deficit was to be lowered through awyere to be kept through the introduction of a flexible
policy of budgetary austerity. These measures inmnterest rate policy. Minimum deposit and lending
cluded reduction of the growth of the wage bill, elimi-rates and the rediscount rate were increased in No-
nation of domestic payment arrears, removal of indivember 1990. Under the program, control on interest
rect transfers and elimination of direct subsidies tqates was to be abolished by the end of 1993.
public enterprises. As a first step toward dealing with The monetary and interest rate targets for the pro-
the wage bill problem, a civil service reform programgram were achieved. In 1992, money supply was
was to be effected starting January 1992. A publigrojected to grow by 3.5 percent, which was below
sector reform program was to be initiated. A threehe projected 7.3 percent increase in nominal GDP.
year (1991-93) rolling public investment programThe government also could afford to lower interest
was to be prepared by March 1, 1991. Annual publigates by 3-4 percent to stimulate investments while
expenditure programs, providing details of currenfeaving the real interest rates positive. There was also
expenditure and capital outlays at the sectoral leveh positive move toward reliance on indirect market-
were also to be prepared and incorporated in the 199%sed instruments of monetary policy.
financial year budget.

Tax revenue was to be improved by strengtheningrade Policy
tax collection and administration. Some of the spe-

C|f|C aC'[IOI’lS WhICh were to be taken InC|Uded I’aISIngThe externa| sector po“C'eS |nc|uded exchange rate
sales tax rates; revising user charges for governmentigeralization, import liberalization, tariff reform and
commercial utilities to cover costs; and review a”dexport promotion. Elimination of external debt ar-
adjustment of charges for government’s commerciajears was also one of the policies.

services. Exemptions from import duties and income The Rwanda franc was overvalued in the 1980s.
taxes granted under the 1987 investment code were to

CURRENT POLICY REFORMS




The liberalization of the regime started with a 40 mented in June instead of April, 1992.
percent devaluation of the currency in November, The program tariff reforms started in December
1990. This policy was to be kept under review and1990 were to be continued. These included introduc-
adjusted when necessary. A 15 percent devaluatiotion of a maximum duty rate and the lowering of the
was implemented in June, 1992. number of rates by the end of April 1991. This was
The import regime was to be liberalized under theimplemented on time. The maximum duty rate was
program through the introduction of an open generabet at 100 percent and the number of rates were
license covering all goods, except a negative list foreduced from 40 to 8.
security and health reasons, which included liberal- Exports were to be promoted by elimination of
ization of import licensing system and foreign ex-taxes on non-coffee exports and by expanding and
change allocation, and elimination of quantitative re-diversifying exports especially by promoting tour-
striction and replacing them with customs duties oism. Taxes on non-coffee exports were eliminated in
import charges. All these measures were implementedecember 1990. However, promotion of nontradi-
on time or with a slight delay, as in the case ofional exports was stifled by political and social insta-
liberalization of import licensing, which was imple- bility.

Table 2.1. Rwanda: Current Policy Implementation Matrix, 1991-1993

Policy Objective Date Implementation
1Fi | Poli -Reduce net governmentindebtedness to domestic banks -cont
Iscal FoliCY | _Eliminate domestic and external arrears - Dec. 91
- Review entire tax system Implemented Dec 90

- Increase sales taxes

- Keep monetary growth below growth in nominal GDP -cont
ﬁol\ﬁlg;etary - Maintaﬁn qeilings on net domestic crgdit to government -cont

- Adopt indirect instruments of controlling domestic credit - 03

- Simplify and maintain flexible interest rate policy -cont

- Abolish all interest rate controls - 93

3 Trade Policy

- Regularly review exchange rate to balance demand & supply | - cont

Exchangerates
) - Implement OGL system subject to short negative list of - Jun 92
I.QRS & import restricted imports.
icensing - Replace QR’s with customs duties or import surcharges - Apr 91
Tariff ref - Increase minimum taviff to 10 percent Implemented Dec 90
arir retorm - Convert specific import taxes to ad valorem basis (except Implemented Dec 90
petrol prods, beverages and cigarettes)
- Set maximum import duty and reduce number of rates - Apr 91
- Reduce maximum import duty - Jan 93
Export - Review export promotion policies - Jun 91
xport - Eliminate taxes on non-coffee exports Implemented Dec 90
Incentives
4 Price & - Eliminate controls on profit margins except monopolies
M rll(c? - Eliminate price controls except for short list Implemented
P ?r € - Ensure remaining controlled item prices reflect exchange -cont Implemented
olicies rate changes
5 Publi - Adopt PE privatization strategy - Sep 91
£ tu Ic - Begin execution of rehabilitation, privatization and - 01-
Rg firrﬁ:'se liquidation of PEs according to program

Source: Rwanda, IBRD and IMP (1991)



Pricing and Market Policies income as opposed to production and trade. On the

expenditure side, the focus is on containing the growth
Before the program was agreed upon, price contraf the wage bill while clearing existing arrears. An
was implemented through ex-post controls on profieudit of the civil service has already been undertaken
margins. There were also direct price controls on as a prelude to civil service reform.
number of goods and services. Under the program
laws and regulations were to be adopted, before thdonetary Policy
end of April 1991, to abolish controls on profit mar-
gins except for monopolies. Prices of all goods and’he primary aim of monetary policy during the pe-
services were to be decontrolled. Electricity pricesiod is to maintain monetary growth below the growth
were also to be adjusted to cover cost increases bef nominal GDP. This is to be done by maintaining
fore the end of June, 1991. All measures were impleceilings on net domestic credit to the government and
mented on time. by adopting indirect instruments of monetary policy

The competitiveness of the economy was to bevhich will give the government more flexibility in

achieved by implementing measures which wouldnfluencing the money supply. Over the period a
control domestic costs. One of these measures wample and flexible interest policy is to be maintained
the wage restraint policies which had been pursuedith interest rate liberalization targeted for 1993.
since the 1980s.

Trade Policy
Public Enterprise Reform

Trade policy reforms are somewhat limited for the
The program emphasized the rehabilitation and re1991 - 1993 period. The exchange rate will be main-
structuring of public enterprises. The government wagained at a competitive rate but not fully liberalized.
to adopt a general privatization strategy before Sepuantitative restrictions are to be replaced with cus-
tember, 1991 and present public enterprise legislatiotoms duties and import surcharges. The surcharges
to Parliament before December 1991. A phased exare, however, to be eliminated by the end of 1993. An
ecution of public enterprise rehabilitation, privatizationOpen General License system is to be introduced to
and liquidation programs was to be implemented asnsure access to foreign exchange for imports, but it
agreed under the IDA supported program of Marchwill be subject to a negative list of banned imports.
1990. None of these objectives had been achieved Byhe maximum tariff rate is to be reduced by January
the end of 1991. 1993 and the number of tariff rates are also to be
reduced. Export promotion policies are to be reviewed
with the objective of reducing dependence on coffee
exports.

FUTURE POLICY REFORM MEASURES

The latest information for Rwanda covers the periotbricing and Market Policies
1991 to 1993. It is therefore not possible to establish

planned policies for the years 1994 and 1995. Since price controls for most items have already been
_ _ eliminated, price policy over the period is aimed at
Fiscal Policy ensuring that the prices of the remaining controlled

items move in line with exchange rate changes.
The overall objective of fiscal policy is to maintain

budgetary austerity so as to contain the consolidategyplic Enterprise Reform

budget deficit. Specifically, the entire tax system is to

be reviewed so as to increase yield and efficiency anflyplic enterprise reform is being addressed in the
also shift the system toward taxing consumption angontext of a reform project supported by the Interna-



tional Development Agency (IDA). The objectives of
the program are to improve the institutional and legal
framework for the enterprises to ensure greater ac-
countability and to improve efficiency through reha-
bilitation, divestiture, privatization or liquidation.



3. Burundi

account. The current account and budget deficits were
to be reduced to deal with inflationary problems. A
public expenditure program was to be introduced to
Burundi is a small, landlocked and densely populatednhance efficient macroeconomic management. Pub-
country. Agriculture is the country’s major economic|jic enterprises were also to be reformed. The effi-
activity, accounting for 90 percent of employmentciency of the economy was to be enhanced through
and 90 percent of exports in 1991. The industrialmport liberalization, price and interest rate decon-

sector accounts for 14 percent of GDP and 6 perceffo|, |iberalization of agricultural prices and revision
of exports. The services sector accounts for 25 pegf the investment code.

BACKGROUND

cent of GDP. Under the medium-term program the exchange rate
Coffee is the major export commodity accountingwas devalued by 24 percent against the SDR. Import
for 80 percent of total exports. The performance otontrols were removed except for those products com-
Burundi's economy is therefore closely tied to fluc-peting with goods produced by public enterprises.
tuations in international coffee prices. For exampleThe number of tariff rates was reduced and tariff
lower coffee prices during 1982-85 contributed todispersions for non-luxury goods were reduced from
economic stagnation over the period. However, unfag to 80 percent to 15 to 50 percent. Only luxury goods
vorable weather conditions and expansionary fiscaiontinued to be taxed at 100 percent.
policy also contributed to macroeconomic instability. The number of commodities with controlled prices
The government responded to the economic diffiwas also reduced. The exceptions were producer prices
culties by tightening economic controls and by re<or key agricultural exports and some strategic prod-
sorting to higher external borrowing at non-ycts. It also prepared a public investment program
concessional terms. The controls on the economynd started parastatal reform. Interest rate liberaliza-
created distortions which prevented the economy frorfion, which was to start in 1986, was not very suc-
efficient adjustment to its equilibrium position. Seri- cessful. Furthermore, targets for economic growth
ous civil strife also contributed to poor economicyere not achieved primarily because of adverse
performance in the past. weather conditions and the fall in coffee prices in
As a step toward the solution of these problems thegg7 and 1989.
government initiated a liberal economic and political |n real terms, the economy grew by 3.8 percent
regime in 1987. This process started with the adopduring the adjustment period. Continued civil strife
tion of a structural adjustment program in 1986. Theyowever adversely affected economic performance.
program, covering the period 1986-1990, was supoverall deficits averaged 21 percent of GDP between
ported by three annual arrangements under the Strugege and 1990. Public expenditure as a proportion of
tural Adjustment Facility (SAF) from the IMF and GDP remained unchanged at 27 percent during the

two Structural Adjustment Credits (SAL | and SAL program period. Little progress was made in parastatal
II) from the World Bank. reform.

Several stabilization and structural adjustment mea- |t was with this economic background that the

sures were to be implemented under the SAF andgovernment of Burundi decided to broaden and ac-

SAL programs. Exchange rate liberalization was tqelerate the adjustment process in 1991. The 1992-94
be undertaken to achieve a balance in the external



adjustment program was supported by an enhancexirrent expenditure declined by 5.5 percent. The cur-
structural adjustment facility (ESAF) from the IMF rent account deficit was 1 percent higher than the
and a third structural adjustment credit (SAL IIl) program target. Poor economic conditions, primarily
from the World Bank. as a result of a sharp decline in coffee prices, led to
The broad objectives of the ESAF supported proa revision of program targets. The target for the cur-
grams were to promote economic growth, diversifyrent account deficit was revised upwards to 20 per-
the economy, improve the economy’s resilience taent of GDP. Overall fiscal deficit was also revised
external shocks, and expand the role of the privatapward to 10.3 percent of GDP.
sector in productive activities. A greater proportion
of credit was to be channelled to the most productive
sectors of the economy by improving the effective-CUFu:uE'\IT POLICY REFORMS
ness of monetary and credit policies.
The specific objectives of the program included:Fiscal Policy
raising the annual real growth of GDP to 4 percent;
reduction of the rate of inflation to 4 percent in 1994;Fiscal policy since implementation of structural ad-
limiting the current account deficit (excluding grants)justment in mid 1986 has been aimed at increasing
to 14 percent of GDP by 1994; raising the officialthe level of public savings so as to finance the public
reserves to 5 months of imports; raising domesti¢nvestment program. The budget deficit was to be
savings; and reduction of the overall fiscal deficitcontained so as to avoid crowding out the private
(excluding grants) to 6.0 percent of GDP by 1994. sector, contain domestic demand and avoid inflation.
The program set the economic growth targets of 3.84s already indicated the targets for overall budget
percent and 3.6 percent for 1991 and 1992 respeéeéficits were not met in 1991.
tively. The targets for the inflation rate were 9 percent
and 7-8 percent for 1991 and 1992 respectively, whildonetary Policy
targets of the current account deficit were set at 16.6
percent and 16.2 percent of GDP respectively. Instead of the programmed reduction in financing of
The overall budget deficit was set at 9 percent ofhe Central Government, the domestic banking sys-
GDP in 1991 and the Burundi franc was to be devaltem increased the financing in 1991. Credit to the
ued by 15 percent. Monetary and credit policies wergrivate sector also rose faster than planned. Steps
to be strengthened through the use of indirect morwere taken to redress these anomalies in 1992. The
etary management. Reform measures were to be igentral Bank refinancing rate was raised from 12
troduced in coffee, public enterprises, and other propercent in May 1992 and the automatic access to this
ductive sectors to promote private participation angource of funds by the commercial banks was elimi-
reduce the role of the state in the economy. Controlgated. A uniform reserve requirement was also im-
on imports and payments and transfers for currerposed on all the liabilities of the banking system.
international transactions were to be liberalized. =~ These measures were anticipated to reduce the growth
of money supply to 7.6 percent in 1992.

MACROECONOMIC PERFORMANCE Trade Policy

The implementation of the structural program in 199IThe exchange rate in Burundi remains officially de-

was mixed. Real GDP grew by 5 percent and inflatermined though it was been pegged to a trade-
tion was almost 9 percent. The overall fiscal deficitweighted basket of currencies since April 1992. The
was little more than 12 percent of GDP. These werganc depreciated by 11 percent against the basket
above the program target. However, improved taketween April and June 1992. Exchange control au-
administration raised revenues by 20 percent, buhority has been delegated to commercial banks which
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buy and sell foreign exchange albeit at a rate betweerentral bank. The government allowed exporters of

a 2 percent band of the official rate. nontraditional exports to automatically retain 30 per-
Trade is relatively liberalized with most controls cent of export proceeds in convertible accounts. An

having been eliminated. The government has alsexport processing free zone will be established.

adopted an Open General License system to facilitate

imports. By 1989 the range of tariff rates was 159nvestment Policies

percent to 50 percent except for luxury goods which

were taxed at 100 percent and the number of dutg number of policies have been initiated to encour-

rates had been reduced from 57 to 5. age local and foreign investment. To simplify legal
A number of measures have been taken to promotnd administrative procedures and reinforce the in-

exports including a duty drawback scheme, the elimieentive structure, new company, commercial and la-

nation of export taxes, replacement of export licensbor codes are being drawn up. Tax incentives for

ing with export declaration and the surrender of exinvestment and production are to be improved subject

port proceeds to commercial banks as opposed to the maintaining tax revenues. The establishment of the

Table 3.1. Burundi: Current Policy Implementation Matrix

Policy Objective Date Implementation
1 Fiscal Policy - Convert transactions tax into VAT - 1993
- Improve tax administration and broaden tax base -cont
- Reduce ratio of wage bill to GDP (recruit max of 1000 per annufn) 92-95
- Introduce Civil service reform policy - 92-94 Assistance from UNDP
- Increase share of spending on goods and services - 92-95 25% in 92; Proj-28, 30% in 93-4
- Agree on three year rolling PIP with World Bank -cont Done
- Reduce Budget Deficit -cont
2 Monetary - Keep monetary growth rate below nominal GDP growth rate -cont
Policy - Maintain positive real interest rate

- Enhance bank supervision (audit at least once every 2 years)

3 Trade Policy

Exchangerates| - More flexible exchange rate system -cont Franc pegged to trade
- More stable real exchange rate -cont currencies in April 1992
QRs & import - Simplify exchange controls -cont Exchange controls delegated

to commercial banks, export

licensing licensing removed
Export - Improve Incentive system for exports -cont 30% retention acct. for non-
Incentives trad. exports, export taxes
abolished
4 Price & - Remove institutional, legal & regulatory impediments to -cont Drafted company & com
Market development of private sector mercial codes & bankruptcy
Policies laws by end of 1993
- Encourage foreign direct investment -cont Export oriented free zone ets.
. . . with help from USAID
- Improve tax incentives to investment -cont ?
5 Public - Labor market liberalization -cont New labor code prepared
Enterprise
Reform - Efficient use of energy resources -cont ) -
Flexible petrol prod. pricing
6 PUb”‘_: - Privatize ten F?E’S_ ) -end 91 Offersale made by end 1992
Enterprise - Complete all liquidations - Dec 93 15 wound up by Nov. 1992
Reform - regular servicing of PE debt to government -cont Study ofimple. completed
- Payment of dividends, taxes & levies by PE’s to state -cont Study of imple. completed
- Ceilings to subsidies to PE’s and include subsidies in budget | - cont Limits set on subsidies

Source: Burundi, IBRD and IMP (1992)
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export oriented free zones is also expected to encour- Expenditure on salaries and wages are programmed

age foreign investors. to decline. However, the share of spending on goods
and services is to be increased to 28 percent of GDP
Public Enterprise Reform in 1993 and 30 percent in 1994. A civil service re-

form program is to be introduced over the period with
The major achievement in public enterprise reformthe assistance of the United Nations Development
since 1987 is the liquidation of a total of 15 publicProgram.
enterprises. By 1991 all public enterprises had been
classified into those to be liquidated, rehabilitatedMonetary Policy
privatized or reintegrated into the public administra-
tion. Progress in privatization has however been verfonetary policy is aimed at reinforcing the restric-
slow (partly due to the thin entrepreneurial class antive demand management stance of macroeconomic
lack of capital) with offers for sale being made forpolicies. However, specific policies to be implemented
only 6 public enterprises by mid 1992. up to 1995 are very limited. The policy of maintain-
The government intends to sell public enterprisesng monetary growth below the growth of nominal
equivalent to 41 percent and 14 percent of total asse@DP is to be continued. The policy of positive real
in government during 1993 and 1994 respectivelyinterest rates is also to be continued. Bank supervi-
Remaining public enterprises are expected to servicsion is to be enhanced by greater control over refi-
debt to the government regularly as well as pay alhancing and auditing of banks at least every two
dividends and taxes due to the state. They will also bgears. An interbank market, though no specific time-
subject to performance contracts and regular audit$able has been established, is to be developed during
the program period.

FUTURE POLICY REFORM MEASURES Trade Policy

Supported by an Enhanced Structural Adjustmenijo major exchange rate changes are planned over the
Facility (ESAF) from the IMF and a third Structural period. The exchange rate will remain pegged to a
Adjustment Credit (SAC Ill) from the World Bank, trade-weighted basket of currencies. The only other
Burundi is continuing with a comprehensive eco-trade policy change, after the 1992 changes, is the

nomic and financial adjustment program for the nexencouragement of exports by simplifying existing
three years. For 1992 - 1995 the quantitative objeccontrols and procedures.

tives of the program include; increasing the annual
real GDP growth rate to about 4 percent, reducingnyestment Policy
inflation to 4 percent per annum by 1994 and limiting

current account deficit to 14 percent of GDP by 19944 ,umber of changes are planned before 1995 in the

area of investment promotion. Firstly, by the end of
1993, draft company and commercial codes, bank-
ruptcy laws and a labor code are to be presented to the
Fiscal policy is geared towards containing the Overaliegislature. These reforms are aimed at removing
budget deficit to a level that will permit the govern-jnsiitutional, legal and regulatory impediments to
ment to improve its net position with the bankingpriyate sector investment. Secondly, tax incentives to
system. On the revenue side the elasticity and effiyyestment are to be improved in a revenue neutral
ciency of the tax system is to be improved. Theénanner in line with tax reforms. Finally an export

Transactions tax was to be converted into a valugyiented free zone is to be established with the help of
added tax, while import duty restrictions were to be ga|p.

strictly limited in 1993.

Fiscal Policy
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Price and Market Liberalization

A number of changes are planned for the agricultural
sector. Distribution of seeds and fertilizers is to be

liberalized before 1995 while taxes on these and other
inputs are to be harmonized and reduced. Enforced
cultivation of cotton is to be eliminated as are regu-

lations on the use of fertilizers in the tea industry.
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4.Uganda

* exchange rate liberalization, trade liberalization,
introduction of retention accounts for non-coffee
exports, and regular review of producer prices;

Uganda’s economy began a downward slide with @ higher expenditures on basic social services, in-

military coup in 1971. Civil Strife, political instabil- frastructure, and the rehabilitation and restructur-

ity and poor economic management contributed t0  jng of productive capacity;

serious economic difficulties. It was not until 1986,.  strengthening of budgetary performance through

when the NRM Government came to power, that improvement in tax System, control of govern-

economic and socio-political reconstruction began. ment expenditure and civil service reform;
The initial reforms, adopted under a three-year strucs  public enterprise reform; and

tural adjustment program in 1987 were supported by  financial sector reform.

an IMF Structural Adjustment Facility (SAF). They

were also supported by an IDA Economic Recovery The Uganda shilling was devalued in March 7,

Credit. This program led to the implementation of aj989. At the same time export retention scheme was

wide range of structural and financial reforms withexpanded to include all non-coffee exports. Specific

the aim of achieving high and sustained economigjuties were raised by between 48 and 56 percent in
growth. The measures taken included: substantial e¥garch 1989. Minimum bank deposit and maximum

change rate devaluations; import liberalization; elimi-pgnk lending rates were also raised by 7 and 10

nation of most price controls; initiation of civil ser- percent, respectively. This was accompanied by closer
vice review; and a comprehensive public sectokypervision of the financial institutions.

BACKGROUND

investment program. These policies were expected to lead to an overall
The reforms led to substantial improvement in th&iscal deficit (excluding grants) of 3.5 percent of
country’s economic performance during 1987 andspp in 1988/89; an inflation rate of 55 percent; a
1988. Real GDP rose at an annual average rate of 6cdpp growth rate of 5 percent; and an external ac-
percent during the period. Inflation declined from cqunt deficit of 4.1 percent of GDP. Real GDP grew
320 percent on an year-end basis in 1986 to 163 ang, 6.6 percent in 1989. However, the fiscal deficit
118 percent in 1987 and 1988, respectively. was higher than the program estimate by 0.8 percent
In 1989 the government decided to consolidate thgng money supply rose rapidly. The inflation rate
gains of 1987/88 by intensifying and strengtheningose to 86 percent and the overall balance of pay-
the adjustment and rehabilitation process. These efnents continued to deteriorate.
forts were supported by an IMF, ESAF and IDA  The poor economic performance led to the revision
Second Economic Recovery Credit. The targets ohf the 1989/90 program. Under the revised program
the 1989/90 -1991/92 program included an annuapp was estimated to grow at the original annual
GDP growth rate of at least 5 percent; reduction ofte of 5 percent. The inflation rate was estimated to
inflation rate from 55 percent in 1988/89 to 7.5 per-decline to 30 percent during the period. However, the
centin 1991/92; and the achievement of a sustainablg,rrent account deficit and the overall balance of
external payments position by the end of the propayments was expected to worsen because of pro-
gram. These objectives were to be attained by a seriﬁcted declines in coffee prices.
of measures including:
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The revised program began to be implemented imand interest rate liberalization. Fiscal deficits (ex-
October 1989. The exchange rate was devalued kgjuding grants) were programmed to decline from 6.5
41.2 percent and from November 1989 the exchangeercent of GDP in 1990/91 to 6.2 percent in 1992/93.
rate of the Uganda Shilling was pegged to a tradeSross domestic savings were projected to rise from
weighted basket of currencies. This was followed byl.6 percent of GDP to 4.6 percent of GDP. The
a system of managed float and by June 1990 theurrent account deficit was projected to decline from
exchange rate had depreciated by 12.7 percent. 18.3 percent of GDP during 1989/90 to 13.3 percent

The economy responded favorably to the policyin 1992/93. A hostile external environment, espe-
measures. Real GDP grew at a range of 6-7 perceatally unfavorable terms of trade and high Debt ser-
in 1989/90. The inflation rate declined to 29 percentice Payments, limited the achievement of the targets
by the end of June 1990. The decline in the inflatiorduring the 1991/92 period.
rate resulted in positive real interest rates. However, To strengthen the economic recovery program the
fiscal performance during 1989/90 was poor and th&overnment of Uganda sought more donor assis-
growth of money supply continued to rise. The curtance in 1992. The IMF approved an arrangement
rent account deficit was expected to deteriorate bainder the ESAF in an amount equivalent to SDR 39.8
cause of lower export earnings, but the overall balmillion on November 25, 1992. Uganda also benefit-
ance was set to improve because of increased capitad from the World Banks Economic Recovery Credit
inflows. Il and a Structural Adjustment Credit (SAC 1) in

The Government also implemented several struci992. Some of the macroeconomic objectives of the
tural and institutional reforms during the period. Sev-1992/93 program were: achievement of annual growth
eral tax changes were made as a means of broadenioigreal GDP of 5 percent; reduction of annual infla-
the tax base. tion rate from 63 percent in 1991/92 to 15 percent in

A new 10 percent sales tax was imposed on most992/93; strengthening of balance of payments posi-
previously exempted goods and a 10 percent custonti®n; increase in foreign exchange reserves; and a
duty was also imposed on most zero-rated importgeduction in external debt arrears.

Sales tax rates were also increased on beer, soft drinks

and cigarettes. The rehabilitation of infrastructure,
especially transport and communications, was conMACROECONOMICPERFORI\/IANCE
tinued. A program to alleviate the social costs of

adjustment was also introduced. The performance of the economy under the 1992/93

Despite the major economic reforms and the gainfrogram was very robust. The real GDP grew by 7
achieved, in 1989/90, Uganda’s economy remainefercent. This was 2 percentage points above the pro-
weak. The economy also faced major structural, instigram target. Inflation rate was minus 0.6 percent at
tutional and financial difficulties. The 1990/91 - 1992/the end of June 1993, compared to the program target
93 program was designed to deal with these protef 15 percent. The overall deficit was Uganda Shil-
lems. The main objectives of the program includedlings 64 billion lower than the target. Total revenue
real GDP growth rate of 5 percent; reduction of anwas marginally less than the program target but total
nual inflation rate to below 10 percent by the end ofXpenditure was below the program target.

1992/93; and strengthening of the balance of pay- The current account deficit declined from 13.3
ments position. The reconstruction and rehabilitatioiPercent of GDP in 1991/92 to 12.3 percent in 1992/
of social and institutional infrastructure was to be93. This performance was linked to higher earnings
continued. from non-coffee exports and tourism and capital in-

Other policy measures to be pursued were: exflows stimulated by high interest rates and from re-
change rate and trade liberalization; price reformsturning expatriate Ugandans. The capital account
reduction of fiscal deficits, parastatal reforms; banksurplus was also significantly high in 1992/93 be-
ing sector reform; improvement in tax administrationcause of project support disbursements and lower
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amortization of external debt. However, Uganda made With the support of donors the civil service reform
significant progress in clearing external debt arrearprogram has been instituted. Forty two thousand ghost
and in reducing external debt burden. workers were eliminated in 1991/92 followed by the
retrenchment of almost 14,000 workers in 1992/93.
Another 65,000 workers are scheduled to be retrenched
in 1993/94 leaving a civil service of 150,000. How-
ever, the government has begun increasing civil ser-
Fiscal Policy vice salaries which remain below the minimum living

wage and more increases are set for 1993/94 subject
The country has had mixed performance in achievingp a maximum wage bill of UShs 89 billion.

revenue and expenditure targets. Total revenue/GDP The army has also been reduced in size and will
ratio remains very low compared to similar countriesstand at 45,000 by the end of the 94/95 fiscal year
but it has risen from 6.8 percent in 1988/89 to 7.4yhich is a half of its size at the beginning of the
percent in 1991/92 and 8.1 percent in 1992/93. Thesgecade.
figures are, however, well below the targets set in the Despite these achievements the overall budget defi-
reform program. cit (excluding grants) has risen from 4.3 percent in
Some progress has been made in improving tax988/89 to 15.8 percent in 1991/92 and 12.1 percent
administration, including the setting up of the Ugandan 1992/93. In 1993/94 it is projected to fall to 11.6
Revenue Authority (URA) in 1991/92. The govern- percent.
ment has also begun implementation of a Taxpayer
Identification Number (TIN) system. Monetary Policy
The government has been able to successfully con-
trol its recurrent and domestically financed developThe rate of monetary expansion has remained high
ment expenditure. This has been achieved throughtaroughout the reform period. For example, broad
system of monthly expenditure releases based on rénoney grew by 41.8 percent compared to the pro-
source availability. gram target of 21.7 percent. Despite the continuous

CURRENT POLICY REFORMS

Table 4.1. Uganda: Current Policy Implementation Matrix, 1989/90 - 1991/92

Policy Objective Date Implementation
1 Fiscal Policy | - Maintain overall deficit at 1% of GDP (1.9% excluding grants) - 91-92 Not achieved

- Increase revenue as % of GDP to between 8.3% & 8.5% -cont 7.4% in 91/92

- Reduce dependence on external budgetary support -cont

- Widen tax base -cont

- Implement comprehensive program to strengthen tax administratiohcont

2 Monetary - Reduce growth in money supply to 13% - 91-92 53% growth in 91-92
Policy - Reduce inflation rate to 7.5% - 91-92 42% in 91-92

- Improve bank supervision (esp. building societies) -cont
3 Trade Policy | - Regular Exchange Rate review to avoid real appreciation -cont

- Expand Open general licensing (OGL) and Special Import Progrgm cont
(SIP) to assist importation of inputs by firms

6 Public - Improve efficiency and performance of PE's -cont
Enterprise - Industrial enterprise divesture and reform -cont
Reform

Source: IMP (1989)
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large increases in broad money the government wagal exchange rate appreciation. Foreign exchange

able to bring inflation to single digit level by the endbureaus were set up in 1990 and were allowed to buy

of the 1992/93 fiscal year. and sell foreign exchange at freely determined rates.
Most interest rates had been liberalized, by NovemFor the purposes of import support two programs

ber 1992 with the exceptions of those on agricultura{Open General Licensing and Special Import Pro-

loans, term credits and one year deposits which amgram) were initiated. Under these programs the gov-

linked to a moving average of yield on treasury bills.ernment maintained (with donor support) a separate
The government has improved bank supervision bruction rate which traded at a discount to the bureau

bringing building societies and development financerate. This rate was abolished on November 1, 1993

institutions under the supervision of the Bank ofwhen a single unified rate was adopted thereby com-

Uganda. The Bank of Uganda Act was amended tpleting the liberalization of the exchange rate.

give the Bank more autonomy and to strengthen its

supervisory role. Finally government controlled banksPublic Enterprise Reform

particularly the Uganda Commercial Bank, have been

restructured. The Uganda government only began comprehensive
public enterprise reform in 1992 when the Public
Trade Policy Enterprise Reform and Divesture Secretariat was es-

tablished. Prior to this the country had only carried
The government has maintained a policy of externabut diagnostic and managerial audits of specific pub-
competitiveness through monthly reviews of the exdic enterprises.
change rate since 1988. This has been done to avoidin 1992/93 the reform program was adopted and 8

Table 4.2. Uganda: Current Policy Implementation Matrix, 1990/91 - 1992/93

Policy Objective Date Implementation
1 Fiscal Policy | - Establish more broad based system of sales and excise taxatiof - 90-91

- Rationalize customs tariff structure - 90-91

- Review and adjust petrol prod pricing and duty periodically -cont

- Review coffee tax to maximize sales while maintaining revenue| - 91-92

- Review and strengthen tax administration -cont

- Limit expend to targets & take corrective action on revenue -cont

shortfalls and expenditure overruns

2 Monetary - Review and adjust level and structure of interest rates to -cont
Policy maintain positive real interest rate

- Strengthen and enhance status of bank supervision -cont
3 Trade Policy | - Achieve a market clearing exchange rate - 90-91

- Review foreign exchange allocation system to achieve full trade| -cont
and payments liberalization

- Reduce coffee barter commitments in favor of cash exports - 90-91
4 Investment | - Modify and promulgate investment code - Mar. 91
Policies - Review and simplify industrial licensing - Dec. 90
6 Public - Sale of 8 identified PE's - 90-91
Enterprise - Diagnostic audit of 6 PE's, Management audit of 10 PE’s followgd - 90-91
Reform by restructuring and strengthening

Source: Uganda, IBRD and IMF (1990)
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public enterprises were privatized. The program wasylonetary Policy
however, suspended in April 1993 following criti-
cism of the pricing in some of the sales. After reviewin the area of monetary policy the rate of growth of
the program was revived in August 1993. Under théoroad money is to be reduced to 14.7 percent in 1993/
new program the government will retain 100 percen®4. This will be done through further development of
ownership in only 10 enterprises and majority andndirect instruments of monetary control, including
minority share holdings in 17 and 20 enterprises rean active rediscount rate policy, and the broadening
spectively. Forty three enterprises will be fully priva- of the treasury bill market. Net domestic bank financ-
tized and 17 will be liquidated. By November 1993ing as noted earlier is to be totally eliminated over the
two enterprises had been privatized. Enterprises tperiod. The remaining interest controls are to be lifted
remain under government ownership are to be givem 1993/94 thereby fully liberalizing interest rates.
more autonomy and managed commercially.

Trade Policy

FUTURE POLICY REFORM MEASURES Given that the existing trade system in Uganda is

quite liberal there is little scope for further reforms. In
The latest policies in Uganda are contained in thg993/94 tariffs are to be reduced from a six rate
1993/94 policy program which is supported by anstructure ranging from 0 to 50 percent to a four rate
additional annual arrangement under the Enhancegtrycture ranging from 0 to 30 percent (the lowest in
Structural Adjustment Facility (ESAF) of the IMF. the region). However, prohibitions on beer, cigarettes
The objectives of this program include: sustaining and soft drinks are to be maintained. Uganda is also
growth rate of GDP of about 5 percent, containing theyarticipating in a World Bank and IMF sponsored
rate of inflation and improving the external paymentsiegional initiative to facilitate greater cross-border
position with a goal of achieving an external curreniyade and private investment. As a further incentive to

account deficit of 8.8 percent of GDP by 1995/96.investment the corporate tax rate is to be reduced
These goals will achieved strong macroeconomigrom 35 to 30 percent.

policies and intensification of structural reforms.

Public Enterprise Reform
Fiscal Policy

Public enterprise reform continues to be governed by
Under the 1993/94 program the overall budget deficifhe givestiture bill enacted in 1993. In 1993/94 8
(excluding grants) is programmed to fall to 11.6 perpyplic enterprises are to be privatized and another 12
cent of GDP. This deficit is to be met without re-iqyidated. By 1993/94, the 10 enterprises in which
course to net government borrowing from the bankihe government will maintain 100 percent interest

ing system. A number of tax reform measures are tg;j| e restructured according to an action plan worked
be undertaken with the aim of increasing the revenug,t with the World Bank.

over GDP ratio to 9.5 percent.
These measures include: enlarging income tax co\byice and Market Liberalization
erage to include allowances and benefits, higher taxes

on fuel and beer and improved tax administrationrpq government plans to remove controls on the
including finalizing the adoption of Taxpayer Identi- pump prices of petroleum products during 1993/94.
fication Numbers. While providing for high priority The success of this policy depends on whether a new

areas (for example army demobilization, civil serviceSystem of taxes on the products under a market deter-
retrenchment and elections) expenditure, and net lengsined price regime can be worked out.

ing, is to be strictly limited to UShs 830 billion. Civil
service is to be reduced by some 65,000 positions.
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Table 4.3. Uganda: Policy Matrix, 1993/94

Policy Objective Date Implementation
1 Fiscal Policy | - Increase revenue to 9.5% of GDP 93-94
- Improve efficiency of tax collection 93-94
=Introduce taxpayer identification number (TIN) system 93-94 TINs created govt. employees
- Contain expenditure and net lending below 21.1% of GDP 93-94
- Reduce civil service by 65,000 positions 93-94
- Overall deficit 11.6% of GDP (6.3% including grants) 93-94
2 Monetary - Limit increase in broad money to 14.7% 93-94
Policy - Maintain net credit from banking system to government at zero 93-94
- Remove remaining controls on interest rates 93-94
- Stimulate fall in real interest rate 93-94
3 Trade Policy | - Complete exch. rate liberalization (move to single unified rate) 93-94 Implemented Nov. 1, 1993
- Transfer exchange controls to banks and forex bureaus 93-94 Implemented Nov. 1, 1993
- Enhance regional trade (schedule for removal of import bans)
4 Investment | - Reduce corporate income tax from 35% to 30% 93-94
Policies
5 Prices and - Decontrol petroleum product pricing 93-94
Market Control
6 Public - Privatization of 8 PE’s (out of 43 targeted for privatization) 93-94 2 PE’s already privatized
Enterprise - Liquidation of 12 PE’s (out of 17 to be liquidated) 93-94
Reform - Reform of key PE's (esp UEC &, Posts and telecom agency) 93-94

Source: IMF (1993b)
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5. Tanzania

This system initially had a short positive list. The list
was progressively raised and was eventually abol-
ished at the end of 1990. At the beginning of 1991,
The Arusha Declaration of 1967 pushed Tanzanignly a short negative list of imports was ineligible
into a highly controlled economy. Poor economicynder the OGL System.
performance in the 1970s and the early to mid-1980s An export retention scheme, originally introduced
was blamed on the excessive controls. Economic libin 1982 was expanded in 1986. The Scheme was
eralization was began by the Tanzanian Governmeffinited to non traditional exports and the retention
with the adoption of the Economic Recovery Pro-ate was 35 percent for the eligible exports. A Duty
gram (ERP) in 1986. This program was supported bpyrawback Scheme was also used to promote exports.
an 18-month standby arrangement with the IMF angbespite the changes in the external sector, the bal-
by a World Bank Multi-Sector Rehabilitation Credit. ance of payments position remained weak. The cur-
The main objectives of ERP were positive growthrent account deficit (excluding grants) increased from
of per Capita income, low inflation rates, SUStainabIe]G percent of exports of goods and services and pri_
balance of payments position, price decontrol, angate transfers in 1986 to 79 percent in 1989/90. This
the liberalization of the exchange rate and interesfas however largely a result of donor-financed im-
rates. The financial sector was to be reformed Witl‘borts necessary for the imp|ementation of ERP.
the aim of redUCing the overall deficit and the grOWth Monetary po“cy under ERP has not been success-
of domestic credit. ful. Although credit to the Government declined,
The ERP policies were reinforced in 1987 throughdomestic credit exceeded program targets. Money
a structural reform program supported by IMF Strucsupply grew at an average rate of 33 percent per year
tural Adjustment Facility and World Bank’s Sectoral during the period compared to program targets of 14
Adjustment Operation. These reforms were targeteglercent. Interest rates were liberalized between 1986
at the rehabilitation of the eConomy’S infraStrUCtheand 1988 and by the end of the program period most
especially the transport sector; improvement of theyf the rates were positive in real terms. The reform of
processing and marketing of agricultural productghe financial system was slower than planned.
and inputs; and increased efficiency of the financial The overall fiscal deficit declined from 7.9 percent
sector. of GDP in 1985/86 to 4.2 percent in 1989/90. A
The performance under the ERP has been mixe@omprehensive tax reform was implemented during
The real effective exchange rate of the Tanzanighe period. The sales tax base was widened and the
Shilling depreciated by 81 percent between 1986 anfumber of rates was reduced. The number of customs
1990. The “own funds” import scheme, originally tariffs rates were reduced and the maximum appli-
introduced in 1984, was expanded and by 1988 agaple rates and number of exemptions were also re-
counted for one third of total imports. Under thisquced. The maximum rate of tariffs was lowered to
scheme import licenses were provided freely to imgQ percent and the number of rates was reduced from
porters of any goods except a small number of goods to 4. User charges on health and education services
controlled for health or security reasons. Trade liberprovided by the government were introduced. As
alization began with the introduction of an Openpersonal income tax and capital gains tax were low-
General License (OGL) system for imports in 1988.ered during 1989/90, the excise tax was introduced.

BACKGROUND
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Under the program, public employment was frozerexports of goods and services and private transfers;
with the exception of teachers and medical personnehnd foreign exchange reserves equivalent to 8 weeks
A comprehensive public Expenditure Review wasof imports. Targets were also set for net domestic
completed in 1989. However, it was not operationahssets of the banking system and ceilings were placed
by the end of the program. Expenditure control efon credit to the Government and other public sector
forts during program period were not successful. institutions.

During the ERP steps were taken to improve public
sector management. A systematic review of Govern-
ment portfolio of development projects was started.'VlACROECOI\IOMIC PERFORMANCE
Civil service reform was initiated with a civil service
census in 1989 which resulted in the removal offhe overall macroeconomic performance during the
16,000 ghost workers. Measures to improve the effil991/92 period was mixed. Real GDP grew by 3.8
ciency of parastatals were started. A first step towar@€rcent in 1991, compared with the program target of
privatization was taken by identifying public enter-4.5 percent. Inflation rate was 21 percent against the
prises which would be eligible for ownership by bothtarget of 14 percent. The overall deficit at 2.9 percent
local and foreign private investors. of GDP compared favorable with the target of 6

A process of price decontrol was started during th@ercent. Repayment by the Government to the do-
program period. Marketing of agricultural goods wasmestic banking system also exceeded the program
progressively liberalized. By 1990 farmers were fredargets. However, credit to other public sector institu-
to sell their crops to any buyers. This however did notions increased. This raised money supply in 1991/92
apply to the marketing of the traditional export cropsby more than 40 percent, compared to the program
coffee, tea, cotton, cashew nuts, tobacco and pyréarget of 13 percent.
thrum. All agricultural prices, except for the tradi- The balance of payments position was weak in
tional export crops, were decontrolled. Prices of manul991/92. This was contributed to by the lower prices
factured imports and domestically produced good®f traditional exports. The current account deficit
were decontrolled. Only prices of 10 industrial goodgose to 84 percent of exports of goods and services
remained under control and the marketing of only 16nd private transfers, exceeding the program target of
products were confined to state trading companies/9 percent. Foreign exchange reserves however

The process of economic reforms was continuedeached 14 weeks of imports by the end of 1991
under the 1991/92 economic program. This prograngompared to program target of 8 weeks.
was supported by an ESAF arrangement and a final
annual arrangements under SAF. It was also sup-
ported by disbursements under the World Bank,ZCURRENT POLICY REFORMS
Agricultural Adjustment Operation and Financial
Sector Adjustment Credit. Fiscal Policy

The objectives of the program were; Liberalization
of exchange rate and trade regime; widening of thdhe Tanzanian government has made substantial
tax base and restructuring of public expenditure; reProgress in the area of fiscal policy reform. Since
form of the financial sector; improvement of public 1989/90 the overall budget deficit (excluding grants)
sector reform including faster parastatal and civilnas been well below the reform program targets. For
service reforms; and continued liberalization of the®xample in 1990/91 it was 4.1 percent of GDP com-
marketing system. pared to a program target of 9 percent while in 1991/

The program targets under the SAF arrangemerﬁz it was 2.8 percent compared to a target of 6 per-
included:; real GDP growth of 4.5 percent; inflation €€nt. The government has also eliminated domestic
rate of 14 percent; overall fiscal deficit of 6 percentt@nk borrowing to finance the deficit and has been
of GDP; current account deficit of 79 percent ofMaking net repayments to the banking system.
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The good performance on the fiscal side is partlyeductions. A total of 50,000 civil servants are to be
due to the streamlining of tax administration whichretrenched but the implementation of the reform is
has led to an increase in the revenue/GDP ratio froraxpected to take three years.

21 percent in 1989/90 to 22.1 percent and 23.5 per-

cent in 1990/91 and 1991/92 respectively. SpecifidMonetary Policy

tax administration measures have included strength-

ening the customs and sales tax department (witlihe control of the growth in broad money has been
technical assistance from UNDP, UNCTAD and thepoor with the growth rate in money and guasi money
World Bank), rationalization of income tax, company consistently exceeding program targets. For example
tax, customs duties and sales tax, stiffened penaltiés 1989 money supply grew by 41.9 percent com-
for tax evasion, and improved training and staff repared to target of 18 percent. As a result inflation has
wards to strengthen tax collection. been over 20 percent per annum.

On the expenditure side emphasis was placed on A number of measures were taken in 1992/93 to
the maintenance of existing physical capital as opprevent further monetary slippage. These included
posed to beginning new projects. As earlier notedimiting commercial bank refinancing at the Bank of
public employment was frozen with the exception ofTanzania and restructuring of the main commercial
teachers and medical personnel. banks to ensure prudent lending practices.

Civil service reform has been slow. The program Interest rates are not fully liberalized as the Gov-
started with the development of a strategy for stafernment still sets a maximum lending rate. The Gov-

Table 5.1. Tanzania: Current Policy Implementation Matrix, 1989/90

Policy Objective Date Implementation
1 Fiscal Policy | - Contain deficit (excl grants, checks issued) below 10% -cont 7.0% in 89/90
- 9.5% in 89/9, 9% in 90/91 4.1% in 90/91
- Revenue as % of GDP to 20.3% - 89-90 21.0% in 89/90
- Expenditure as % of GDP 30.0% - 89-90 28.0% in 89/90
- Freeze staff level except in education & health - 90-91 implemented
- Begin civil service reduction - 91-92
o
2 Monetary | - Limit increase in broad money to 18% - 1990 41.9% in 89/90
Policy - Tighten lending to marketing boards & coops - 89-90
- Maintain positive real interegt rate on term d_eposits -cont Interest rate = 29%,infla-
(12-60 mths) by quarterly adjustment of nominal rate tion, rate = 19.5% in 89/90

3 Trade Policy

Exchange rates| - Maintain constant real effective exchange rate -cont REER depreciation in 89/90
QRs & import | - Expand OGL system to all categories of imports, subject to - 89-90 Implemented
licensing negative list of imports

- Reduce maximum tariff from 100% to 60% - 90-91
Number of tariff bands from 6 to 4

Tariff reform Implemented 1992

5 Price and - Adjust prices gf controlled items (10 categories) to - 89-90 Petrol prices increased by
Market Control prevent subsidies 60%
July 1989
6 Public - Restructure PE’s in leather, textiles & edible oils PE’s in leather restructured
. sector
Enterprise - .
ReforFr)n - Divest or close non-profitable PE’s cont

Source: IMF (1990)
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ernment plans to use the discount rate as a tool government has undertaken a review of the Invest-
interest rate policy when the banking system bement Act and has began to identify means of simpli-
comes more competitive. The government also infying industrial licensing and registration.

tends to begin using open market operations as a

monetary policy tool. Price and Market Controls

Trade Policy Some 10 categories of goods remain under price
control compared with 400 categories in the early

Progress has been made towards liberalizing the erighties. Internal trade was also deconfined except

change rate following the licensing of foreign ex-for six goods restricted on health or security grounds.

change bureaus which buy and sell foreign exchangéhe government maintains a policy of constant price

at market rates. Even though the government haadjustment of price controlled goods to avoid or re-

periodically devalued the official rate there remains aluce subsidization.

premium between the official rate and the bureau

rate. This premium is to be eliminated and the exPublic Enterprise Reform

change rate unified by 1993/94.

The government has greatly expanded the OpeTihe public enterprise sector in Tanzania is large rela-
General Licensing (OGL) system. The system wasive to that in neighboring countries. Public enterprise
converted from a positive list of eligible goods to areform has however been slow. The government has
negative list of non-eligible goods in 1990. The negaenly recently allowed private firms to enter into sec-
tive list had been reduced to only goods prohibitedors previously reserved for public enterprises par-
for health and security reasons and some eight luxunycularly the leather, textiles and edible oils sectors.
goods. Meanwhile nontraditional exporters are al- In 1992 all public enterprises were classified as
lowed to retain 50 percent of their foreign exchangeither commercial or noncommercial and as essential
earning and this is to be increased to 100 percent ior non essential. Plans are under way to divest all the
1993. Imports below US$ 5,000 are to be exemptedommercial nonessential public enterprises beginning
from import licensing. with 25 in 1993. Noncommercial, nonessential public

Tariff rates have been rationalized with the maxi-enterprises are to be liquidated, with 20 planned for
mum rate being reduced from 100 percent in 1989/90993, and essential noncommercial public enterprises
to 40 percent in the 1992/93 budget. The number ofill be incorporated into the budget. The remaining
tariff bands has also been reduced from 6 to 4. Expogublic enterprises will be given greater autonomy and
incentives have been limited, with the major incentheir management held accountable. Already perfor-
tive being the duty drawback scheme on duty paid omance targets have been set for key public enter-
imported inputs used in export production. prises.

Investment Policies
FUTURE POLICY REFORM MEASURES

Internal distribution controls for a number of goods

have been eliminated as a means of encouragin§ 1991/92 the Tanzanian government undertook a
investment. The government has also restructured rgform program supported by the IMF's Enhanced
number of sectors to allow private sector participaStructural Adjustment Facility (ESAF). The overall
tion for the first time. Company taxation has beenmacroeconomic objectives of the program for the
reduced from 50 percent and 55 percent for resideferiod 1992/93 to 1994/95 are to achieve an eco-
and nonresident companies in 1990/91 to 35 percefoMic growth rate averaging 5 percent per year, re-
and 40 percent respectively in July 1992. The rateduce inflation to around 5 percent in 1994/95, in-
are due to be harmonized in 1993/94. Finally, th&rease government savings to 0.8 percent of GDP and
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Table 5.2. Tanzania: Current Policy Implementation Matrix, 1991/92-1993/94

Policy Objective Date Implementation
1 Fiscal Policy | - Contain deficit (excl grants, checks issued) at 6% - cont 22.8% (estimated) in 91/92
- No net domestic bank financing of deficit - cont Net repayment to banking systgm
in 91/92
2 Monetary - Replace multiple fixed interest rates by a maximum - mid 91 Implemented Sep 91
Policy lending rate, while allowing comm banks to set deposit rate autorno
mously
- Apply same interest rate policy across financial sector -mid 91 [ Implemented
- Replace maximum lending rate by monetary policy - mid 94
instruments of Bank of Tanzania
3 Trade Policy
) L S - mid 94
Exchange rates| - Achieve and maintain _eq_wllbrlum exchange rate - cont 10% REER depreciation in 91/92
- Prevent REER appreciations Bureaus licensed and began
- Begin modalities to licensing forex bureaus operations 21 April 1992
- Jul 91 Implemented
QRs & import | - Eliminate official forex allocations except for a limited number of
licensing goods

- Shorten OGL negative list of restricted items to limited number of - Jan 92 Implemented
luxury, health/security goods

- Eliminate all QR’s except for health/security goods - Jan 93
Export - Strengthen duty differentials and streamline export procedures
incentives
5 Price and - Review existing corporate _Iayvs & Regulations to minimize and - mid 92 Implementation postponed to 9§/
simplify their administration
Market Control I £ ori f df , 94
- Allow entry of private firms to sectors reserved for PE's _end 91
6 Public . L. . . -
Enterprise - Classify Pe’s into commercial & non commercial - 92/93 classified early 1992
Reform - Incorporate costs of non commercial PE's considered essential ifto
budget (within overall budgetary and employment targetfs)
- Divest all commercial PE’s except those considered essential - cont Performance targets set for key
- Give autonomy to remaining PE's & hold management accountaple PEs
- Abolish PE holding companies - mid 92

Source: Tanzania, IBRD and IMF (1991)

reduce the current account deficit while increasingolicy of zero domestic bank financing of the deficit

the level of official reserves. is planned whether the deficit target is met or not.
To broaden the revenue base a value added tax is to
Fiscal Policy be introduced in 1994 replacing the current sales tax.

Discretionary tax exemptions are set to be totally
The overall fiscal policy objective for the program eliminated in the 1994/95 budget, while the two rates
period is to maintain a tight fiscal stance while im-of company taxation are to be harmonized. To control
proving the coverage of the government budget. Thwage expenditures, about 50,000 civil servants are to
target is to maintain the budget deficit below 6 perbe retrenched between 1992/93 and 1994/95.
cent of GDP but it is acknowledged that this may not
be achieved due to plans to include all foreign fi-
nanced expenditures in the government budget. A
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Monetary Policy is to be maintained and will only be eliminated when
competition develops in the financial system.

The major monetary policy objective is to restructure

the many large government owned financial institu-Trade Policy

tions. The possibility of incorporating the private

sector in the ownership of these institutions is to b&Jnder trade policy, the premium between the official

explored. To maintain a tight monetary stance as axchange rate and the bureau rate is to be gradually

means of controlling inflation, commercial bank fi- reduced with the objective of moving to a single

nancing at the Bank of Tanzania will be limited andexchange rate. No specific target date has been set for

banks will be expected to become independent of thexchange rate unification. The negative list of re-

Bank of Tanzania and rely on deposit mobilization stricted goods under the Open General License sys-

Interest rate policy is to be shifted towards the use aem is to be shortened to a minimum number re-

the discount rate as the primary tool of interest ratetricted for health and security reasons and a few

determination. However, the ceiling on lending rateduxury goods. Thus quantitative restrictions on im-

Table 5.3. Tanzania: Policy Matrix, 1992/93-1994/95

Policy Objective Date Implementation
1 Fiscal Policy | - Maintain overall budget deficit below 6% of GDP - 93/94
- No domestic bank financing of budget deficit - 93/94
- Introduce Value Added Tax - Jan 94
- Harmonies and reduce the two rates of company taxation - Jul 93
- Eliminate discretionary tax exemptions - 94/95
- Contain recurrent expenditure at 24% of GDP - cont
- Retrench 10,000 out of 50,000 redundant civil servants - 92/93
. . . . . - 92/93
2 Monetary - Use discount rate as primary instrument of interest rate policy - 92.95
Policy - Strictly limit refinancing by Bank of Tanzania - 92/93
- Streamline NBC operations - Dec 92

- Finalize restructuring plans for CRDB, PZB and TIB

3 Trade Policy

Exchange rates| - Reduce differential between official and bureau exchange rates| - 92/93

- Begin transition to single exchange rate - 953:/94
- Allow full forex retention for nontraditional exporters - 113(3‘;
i ive li - Jan 93
QRs & import - Further shorten OGL negative list ~Jul 92
licensing - Increase threshold for import licenses to US$5,000
Export - Eliminate BET licensing of exports - end 92

incentives - Ensure adequate budgetary provision for duty drawback scheme _ 5, g2

5 Investment - Rewe_w investment act, limit scope _of |nd_ustr|a| licensing, - end 93
. rationalize registration and business licensing
Policies . .
- Harmonies and reduce company taxation rates - 93/94
: - Divest or liquidate 25 PEs under negotiation - 92/93
6 Public = - . - 92/93
. - Liquidate minimum of 20 enterprises
Enterprise ) ) : - 92/93
Reform - Divest of at least 5 profitable enterprises
- Absorb noncommercial PEs into government ” ggdggz

- Introduce performance contracts for remaining commercial PES

Source: Tanzania, IBRD and IMF (1992)
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ports will have been virtually eliminated. Following In the next five years (from 1992/93) the approxi-
the major tariff reform of 1992 there are no plans formately 300 commercial public enterprises are to be
further reform up to 1995. To promote exports exporprivatized. However, the number of enterprises to be
licensing and the duty drawback scheme are to bgold during each year has not been established except

simplified. for those scheduled for sale in 1992/93. Noncommer-
cial public enterprises that are to be absorbed into the
Investment Policy government will undergo cost-cutting and efficiency

improvement programs and performance monitoring.
To promote local and foreign investments, the investBy the end of 1995 performance contracts are to be
ment act is being reviewed particularly with a view todrawn up for all noncommercial public enterprises.
simplifying and reducing procedures for industrial
licensing. As already noted, the company taxation
rates for resident and nonresident companies are to be
harmonized.
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6. Kenya

indirect taxes and the depreciation of the nominal
effective exchange rate. The balance of payments
position remained weak during the year. However,
Kenya’s structural adjustment programs date back tghe current account deficit was 1 per cent of GDP and
the late 1970s. The anaIySiS here is confined to ad/ve“ above the target of 4.4 per cent. Foreign ex-
justment in the 1990s starting with the three yeathange reserves was equivalent to 1.4 months of
(1989-91) ESAF program agreed with the IMF injmports, compared with the program target of 2 months
1989. This program was intended to promote an exf imports. The overall deficit (including grants) was
port-led growth by broadening earlier adjustment ini-4 7 per cent of GDP in 1989/90. This was marginally
tiatives, especially those outlined in the Sessionahigher than the program target of 4.6 per cent.
Paper No. 1 of 1986. There was substantial progress in the implementa-

The aim of the 1989 program was to achieve position of structural policy measures in 1990. The trade
tive real per capita GDP, reduce the current accountegime was liberalized by removing quantitative re-
defiCit, contain the rate of inﬂation, and to accumu-strictions on 35 per cent of the few imports still
late foreign exchange reserves. These aims were to B@pject to controls. These goods were to be protected
achieved by: tighter fiscal and monetary policies;only by tariffs thereafter. Export promotion policies
solving structural problems related to revenue angyhich were implemented included the introduction of
expenditure in the budget; restructuring of parastatalg puty and VAT import exemption scheme and the
implementation of market-oriented policies; and strucestablishment of a private Export Processing Zone.
tural reforms in the financial, agricultural, trade andggme 80 items under the General Price control Order
industrial sectors. and 9 items under the specific order were decon-

The macroeconomic targets during the first year ofrglled in 1990.
the program were not fully met. Real GDP grew at 5 Several measures were implemented on the fiscal
per cent and therefore met the target. But inflationside. The tax base was broadened and corporate tax
rate at 10.1 per cent was higher than the programyte was reduced. Import duties were lowered and
target of 8 per cent. The current account deficit (eXVAT rates on imported and domestic goods were
cluding official transfers) was 7.4 per cent of GDP rationalized. The State Corporation Act was amended
compared to the program target of 4 per cent. Thgy enhance the accountability of the corporations.
overall balance of payments recorded a surplus qenya Airways and National Cereals and Produce
SDR 52 million as a result of high official capital Board were restructured. One thousand Kenya Air-
inflows. There was significant progress in the liber-yays employees were retrenched. On the monetary
alization of trade and in financial sector reforms. sjde, interest rates were liberalized.

The performance of the economy during the second |n 1991, the Kenyan Government requested sup-
year of the ESAF program (1990) was also mixedport under a third annual ESAF arrangement for the
Real GDP declined to 4.5 per cent and the inflationj991/92 - 1993/94 reform program. The objective of
rate of 17.7 per cent at the end of 1990 was substaghe program was to strengthen the country’s external
tially higher than the target of 7.5 per cent. The risgosition and to provide favorable macroeconomic

in inflation was a result of rapid expansion of moneyconditions conducive for structural reforms neces-
supply, increases in domestic oil prices, increases igary for economic growth.

BACKGROUND
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Under the program real GDP was projected to growal debt had accumulated to US$ 686 million by
at over 5 per cent per year. The rate of inflation wa#\pril 1993 and foreign exchange reserves was equiva-
projected to be 5 per cent by 1993 and the targets féent to 1.5 months of imports. The budget deficit
current account deficit (excluding official transfers) (excluding grants) of 4.8 percent of GDP was close to
and foreign exchange reserves were set at 4 per cahte program target in 1991/92, but rose to 10.4 per
of GDP and an equivalent of 2.9 months of importsent of GDP in 1992/93.
in 1993/94, respectively. Targets for budget deficits The poor macroeconomic performance can be at-
(excluding grants) were set at 5.1 per cent and 3.8 péiibuted to a number of factors. A severe drought and
cent of GDP for 1991/92 and 1992/93, respectivelythe multiparty elections in 1992 are some of the fac-

These targets were to be achieved through retrenckers. The later contributed to loss of monetary con-
ment in public sector employment and reduction introl. The withholding of donor support created severe
university student intake. Other objectives includedforeign exchange shortages which led to a major
restructuring and privatization of state corporationsimport compression. There was also a relaxation of
continuation of import liberalization and removal of fiscal controls and reforms in grain marketing and
anti-export bias; and improved incentives for pro-trade and foreign exchange liberalization were stalled.
duction and investment through the elimination ofA major move toward the restoration of macroeco-
General Price Order and other market regulations. nomic stability and structural reforms began in early

The economy deteriorated significantly in 1991.1993.

Real GDP grew by 2.3 per cent and inflation grew at

an annual average of 19.6 per cent. Current account

deficit (including official transfers) improved to 3.2 CURRENT POLICY REFORMS
per cent of GDP, but gross reserves fell to 1.1 months

of imports. Significant arrears on external debt apFiscal Policy

peared for the first time in Kenya’s history.

The poor implementation of macroeconomic poli-The 1991/92 - 1992/93 program targets for overall
cies and inadequate implementation of structural medudget deficit (including grants) was 2.0 percent of
sures led to the withholding of quick disbursementGDP. In 1991/92 the deficit was contained at 3.7
funds by the donors in November 1991. It also led t@ercent but only after drastic expenditure curtailment
the failure of Kenya and the IMF to conclude the thirdmeasures were taken at the beginning of 1992. In
annual arrangement under the ESAF. Some commift992/93 the deficit jumped to 8.1 percent of GDP
ments were cancelled or delayed between 1992 anthich was well above the program target.

May 1993. The donors made it clear to the Govern- Although the overall budget performance has been
ment of Kenya that no funds were forthcoming unlesoor some progress has been made in increasing the
macroeconomic stability was restored and a genuin@fﬁciency of tax collection including the introduction
commitment to the implementation of structural re-of Personal Identification Numbers for taxpayers,
forms was shown. improvements in collection of duties and streamlin-
ing of VAT. The result has been a widening of the tax
base and an increase in tax elasticity.
MACROECONOMIC PERFORMANCE On the expenditure side university enrollment has

been reduced and a civil service reform program has
The period between July 1991 and March 1993 wabeen implemented. Progress in reducing the size of
one of major macroeconomic instability in Kenya.the civil service wage bill has however been slow
Real GDP grew by 0.4 per cent in 1992, the lowestvith only 3959 workers retired without replacement.
ever recorded. The rate of inflation was 34 per cent iDevelopment expenditure is under more efficient
December 1993 and had accelerated to an annual ragentrol following adoption of an improved Public
of over 100 per cent by June 1993. Arrears on exteflnvestment Program.
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Monetary Policy positive real interest rates on these bills. Interest rates
were fully liberalized in 1991 but due to the high
During the early part of the 1991/92 - 1993/94 pro-inflation rate in 1993 the interest rates were largely
gram period lax licensing of financial institutions, negative in real terms.
ineffective enforcement of prudential regulations and The Central Bank has also taken a number of mea-
failure to control lending to distressed commercialsures to stabilize financial markets. These include:
banks led to destabilizing and inflationary monetaryliquidation of 10 financial institutions; placing 2 of
expansion. The Central Bank began to contain liquidsuch institutions under statutory management and
ity expansion in 1993. The measures taken includetevoking the license of one; special audits of 19
raising the cash ratio from 6 percent to 12 perceriinancial institutions; establishment of a new clear-
between April and October, sales of up to KShs 5ng house; and raising the minimum capital to assets
billion of treasury bills per week and maintaining ratio.

Table 6.1. Kenya: Current Policy Implementatoin Matrix, 1991/92-1993/94

Policy Objective Date Implementation
1 Fiscal Policy | - Reduce budget deficit (including grants) to 2.0% - 91/92 91/92 = 3.7%
- Maintain budget deficit at or below 2.0% - 92/93 92/93 = 8.1%
- Reduce civil service (grades A-G) by 2% of dec 91 level - 91/92 slow implementation (3959
retired by Nov 93)
- Increase share of expend to non wage operations & mainten - 91/92-
- Limit univ intake to 10,000, raise charges, reduce loans - 1991
2 Moneta - Allow interest rate to be market determined - end 91 fully implemented
ry . . . .
Policy - Begin open market operations & generalized use of - 1991 fully implemented

monetary policy instruments

3 Trade Policy

Exchange rates| - Manage exchange rate flexibly to ensure competitiveness - cont floated Oct 1993
QRs & import - Shift eligible items in llic to Illb with equivalent or - Jul 91 import licensing abolished by
licensing lower tariff may 93
Tariff reform - Reform tariffs to reduce level of variability of - Jul 91 max tariff = 60%
effective protection No of tariff bands = 7 (jun 93)
- Review and reduce tariff exemptions for non exporters - Jul 91
Export ) . . :
incentives - Begin duty-VAT exemption scheme for direct exporters - Nov 90 implemented
= Increase eligible products every qtr for first year - cont expanded to indirect exporterg
by may 93
- Implement grant scheme to finance consultancy services - Dec 91 EPC established
for exporters KEAS launched
5 Price and - Extend price decontrol to additional items - Jun 92 205 items decontrolled by
Market Control | - Abolish general order & transfer items to specific orders - Jun 92 Nov93, 2 petroleum &

pharmaceutical product remain

6 Public - Liquidate 18 non-operating PEs currently under - Jul 91 by Nov 93
Enterprise rgce_ivership . _ 20 - Liquidated _
Reform - Liquidate at least 5 non-viable, non strategic PEs - Dec 91 6 sold through receivers

- Full privatization of at least 2 viable,non-strategic PEs - Dec 91 5 sold under pre-emption

- Divest at least 10 Non-strategic, viable PEs - jun 92 5 privatized vie NSE

2 sold by competitive biddin
- Audit all PEs - 91/92
- Restructure Kenya Airways & KP&TC - cont Kenya Airways restructured

Source: Kenya, IBRD and IMF (1991)
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Trade Policy Price and Market Controls

The key exchange rate objective of the 1991/92 Price controls were virtually abolished during the
1993/94 program period was to maintain competiprogram period with petroleum and pharmaceutical
tiveness through a flexible exchange rate. This waproducts as the only items remaining under control
largely achieved by periodic devaluations. In 1993 Subsidies to electricity consumers were reduced
the exchange rate was devalued by over 70 percentith periodic increases in electricity tariffs. Petro-
Exchange management was gradually liberalized ovdeum product prices were raised in line with the de-
the program period culminating in a full flotation in preciation of the Kenya shilling. Virtually, all the
October 1993 when the official exchange rate wagrices of agricultural products were also decontrolled.
unified with the inter bank rate.

Quantitative restrictions and exchange controls wer@ublic Enterprise Reform
greatly liberalized over the program period with re-
sponsibility of foreign exchange allocation being transEfficiency of public enterprises was to be increased
ferred to commercial banks from the central bankover the program period. This was to be done through:
Foreign exchange retention accounts were introducegtivatization of ownership or putting in place profes-
for exporters. Quantitative restrictions were abolishedsional management teams; reform and restructuring;
The import licensing system was abolished in 1993ippropriate regulation of natural monopolies; and
with the exception of a short negative list of prohib-implementation of complementary pricing, competi-
ited and restricted imports. tion and general regulatory policies.

Over the program period tariffs were further ratio- Public enterprises were thus classified as strategic
nalized to reduce the variability of effective protec-or nonstrategic and as viable or nonviable. Strategic
tion across industries. The number of tariff rates haveublic enterprises, those vital to national security or
been reduced to only 7 (including the zero rates). Thproviding essential goods, were to be restructured
levels of tariffs have also been reduced with theand their management improved. Nonviable, nonstra-
highest tariff rate falling from 100 percent at thetegic public enterprises were to be liquidated while
beginning of the program period to 50 percent in Jun&iable nonstrategic public enterprises were to be priva-
1993. However, revenue pressures forced a 25 petized.
cent across the board tariff increase in September The implementation of these reforms has, however,
1993. been slow. There still remain 190 nonstrategic public

The previous export compensation scheme wasenterprises of which only 25 are programmed for sale
phased out and replaced with a duty and VAT exempby December 1994. A total of 12 viable public enter-
tion scheme. This exemption scheme, which initiallyprises have been privatized while 26 nonviable ones
only covered direct exporters, was extended to indihave either been liquidated or sold through receivers.
rect exporters as well as producers of inputs. Implementation of management reforms and re-

Over the period, an Export Promotion Council wasstructuring of strategic public enterprises has also
set up and two export financing schemes providingpeen slow with only Kenya Airways being fully re-
subsidized credit were also set up with donor backstructured. Diagnostic studies have been undertaken
ing. Exporters under the Manufacturing Under Bondon restructuring Kenya Ports Authority, Kenya Rail-
scheme were allowed to sell in the local market (subways, Kenya Posts and Telecommunications, Kenya
ject to normal duties) to reduce their risk factor.Tea Development Authority and the National Cereals
Export processing zones were also established durirend Produce Board.
the period.
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changes and enforcement of cash ratios and limit to
access to central bank credit. Secondary markets will
be developed for treasury bills and commercial banks
The objective of the 1994 - 1996 program is to inwjll be appointed as agents for their sale. Cash ratios
crease real GDP growth to 5-6 percent per annum il be extended to the consolidated accounts of com-
1995 and 1996. This is to be achieved through highefiercial banks with subsidiary Non-Bank Financial

private-sector investment in response to more stabi@stitutions by June 1994. To improve the soundness
macroeconomic conditions, increased efficiency fol-of the financial system the banking act is to be re-
lowing the restructuring of public enterprises and ajiewed in 1994 and any necessary changes will be
higher level of savings resulting from fiscal adjust-included in the 1994 finance bill. By June 1996 gov-

ment and positive real interest rates. The current agrnment share holding in commercial banks will have
count deficit is also programmed to decline to aroungheen reduced to a minority share holding.
1 percent of GDP in 1996.

FUTURE POLICY REFORM MEASURES

Trade Policy
Fiscal Policy

Following the recent exchange rate liberalization a
Fiscal policy will clearly be of crucial importance if stable exchange rate will be maintained during 1993/
this ObjeCtive is to be met. The budget deficit (InCIUd-94 - 1995/96 by pursuing sound fiscal and monetary
ing grants) is targeted to be eliminated by 1995/96. Ipolicies assisted by exchange rate interventions (buy-
1994/95 the budget deficit is targeted to be 1.8 pefing and selling foreign exchange in the interbank
cent of GDP. Revenue is programmed to increase t@arket). The temporary 25 percent increase in import
24 percent of GDP in 1995/96. This is to be achieve@uty rates is to be reversed by July 1994 and the long
by broadening the tax base while reducing maximumun goal is to reduce the number of tariff rates to 4
rates on import duties, income taxes and VAT. Taxand the maximum tariff to 30 percent by July 1997.
exemptions to public enterprises are to be removed To improve trade flows (and revenue collection)
and VAT coverage in the service sector will be fur-customs procedures are to be streamlined in 1994.
ther expanded. Collection of import duties will be Exporters are to be given further incentive by the
improved by an improved pre-shipment inspection oklimination of export taxes and export licensing (ex-
imports to be implemented in January 1994. cept for a short negative list established for security,

Total expenditure as a percentage of GDP is exhealth and environmental reasons) by July 1994,

pected to fall to 26 percent in 1994/95 and 1995/96

due to reduction of interest charges, elimination ofrice and Market Liberalization

subsidy to National Cereals and Produce Board, ra-

tionalization of expenditures and civil service re-The remaining price controls on petroleum fuels and
trenchment. About 26,000 civil service positions aresg|ected pharmaceutical drugs are to be lifted by July
to be eliminated in 1993/94. This will be followed by 1994. The number of licenses and the level of fees for
further reductions of 16,000 per year up to 1996/97start ups of retail and wholesale businesses will be
By 1995/96 civil servants benefits are to be monyequced by July 1994 so as to facilitate higher output

etized. and job creation. The statutory monopoly rights of
_ the Kenya National Trading Company (KNTC) and
Monetary Policy the Kenya Planters Cooperative Union (KPCU), will

be eliminated by March 1994.
The aim of monetary policy will primarily be to

contain inflation and maintain a sustainable external
position. Liquidity expansion is to be contained
through market interventions using treasury bills,
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Table 6.2. Kenya: Policy Matrix, 1994/96

Policy Objective Date
1 Fiscal Policy | - Raise revenue/GDP ratio to 23% in 93/94 & 24% in 95/96

- Reduce Expenditure/GDP ratio to 29% in 93/94 & 26% subseqyently
2 Monetary - Control Net Domestic Assets through open market operations, January 94
Policy cash ratio & limits on CBK rediscounting

- Extend cash ratios to consolidated accounts of banks with NBF|s January 94

- Develop secondary market for government securities y

- Divest government holdings in commercial banks

June 96
3 Trade Policy
Exchange rates| - Intervene in foreign exchange market to maintain stable continuous
exchange rate

- Pursue sound monetary and fiscal policy continuous
Tariff reform - Maximum duty rate = 30%, No of tariff rates (incl zero) = 4 July 97
Export - Eliminate export taxes & reduce export licensing to short July 94
incentives negative list
5 Prce and - Lift remaining controls Julv 94
Market Control | - Eliminate statutory monopoly of parastatals (esp KNTC & KPCU) M Y 94

- Decontrol of petrol product pricing ay
6 Public - Eliminate indirect subsidies to PEs 96/97
Enterprise - Prepare & enforce Performance contracts with strategic PEs June 95
Reform - Bring 25 non-strategic Pe’s to point of sale December 94

- Dispose of half of remaining GOK equity in PE’s 1995 - 1996

Source: Kenya, IBRD and IMF (1993)

Public Enterprise Reform

The objective of public enterprise reform is to ensure
that strategic public enterprises are commercially vi-
able and to substantially divest Government equity in
nonstrategic ones. Strategic public enterprises are to
have performance contracts by June 1995 and the
government expects to eliminate all indirect subsi-
dies, such as tax exemptions, below market interest
rates and waivers of guarantee fees on loans from the
government, by 1996/97.

Tariff adjustments will be made continuously to
eliminate subsidies to public monopolies. Out of the
remaining 190 nonstrategic public enterprises 25 are
to be brought to the point of sale by the end of 1994
while approximately 40 enterprises are to be sold per
year in 1995 and 1996.
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/. Ethiopia

The program also included prudent fiscal and mon-
etary policies, correction of the overvalued official
exchange rate, maintenance of positive real interest

Ethiopia is a relatively large country covering an aregates, and tax, investment, labor and public enterprise
of 1.2 million square kilometers and having a poputeforms.

lation of over 53 million people. The country is char-
acterized by low income levels and difficult social
conditions. These problems have been worsened HV'ACROECONOM@ PERFORMANCE
civil wars, intermittent severe droughts and inappro-
priate policies based on central economic planningOverall macroeconomic performance under the pro-
This has led to poor economic performance with pegram has been good. Real GDP grew by an estimated
capita GDP declining at an annual average rate of 1.B.6 percent in 1992/93 compared to the target of 6.5
percent between 1980 and 1991. percent. This performance is attributed to a strong
However, in mid-1991 the Transitional governmentresurgence of the agricultural sector which in turn
of Ethiopia (TGE) came to power following the reso-had secondary positive effects on the manufacturing
lution of a number of civil conflicts. The TGE broke and services sectors. Inflation measured by the retail
with the past and began to introduce a democratic argtice index is estimated at 10.2 percent for 1992/93
decentralized political system as well as implementeompared to 21 percent in 1991/92 and a program
ing structural reforms. In late 1992 the TGE adoptedarget of 24.2 percent.
a stabilization and structural adjustment program for The current account deficit at 13.1 percent of GDP
the period 1992/93 - 1994/95. This program wasvas lower than programmed, primarily reflecting an
supported by a Structural Adjustment Facility fromimport shortfall. There was also some recovery of
the IMF, the World Bank’s Emergency Recovery andexports in 1992/93 with coffee export volume almost
Reconstruction Project (ERRP) and by Paris Clulsloubling due to favorable weather and exchange rate
debt rescheduling. devaluation. However, the overall balance of pay-
Given the existing external and internal imbalancesnents deficit at SDR 56 million was larger than the
the program emphasized macroeconomic stabilizaargeted SDR 4 million though much less than the
tion since structural reforms were unlikely to succeed®DR 151 million deficit of 1991/92.
in an unstable environment. The program set the
following macroeconomic targets:
* real GDP growth of 6.5 percent in 1992/93 andCURRENT POLICY REFORMS
5.8 percent thereafter;
« containing inflation at 24.4 percent in 1992/93Fiscal Policy
and reducing it to 8.0 percent by 1994/95;
« an external current account deficit of 3.3 percenfAs noted earlier removal of internal imbalance was
in 1992/93; and crucial to success of the adjustment program, there-
« raising the number of weeks of imports coveragdore, an important objective of the 1992/93 program
of gross official reserves from 4.4 weeks in 1991Mvas to contain the budget deficit which had risen to
92 to 7.2 weeks in 1992/93. 16 percent of GDP in 1990. The program target was

BACKGROUND
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to be achieved by raising revenue (excluding grants) The program target for expansion of broad money
to 19.8 percent of GDP (from 15.7 percent in 1990Is likely to have been met with the actual growth
91) and limiting total expenditure to 43.7 percent ofestimated to have been 19.2 percent in 1992/93.
GDP. Another crucial objective of the program wasHowever, bank credit to both the government and
to reduce domestic bank financing of the budget definon government sectors exceeded program targets.
cit which was 11 percent of GDP in 1989/90 and 8.5The minimum interest rate on savings deposits was
percent of GDP in 1991/92. The target for 1992/93aised from 2 percent in 1991/92 to 10 percent in
was 3.0 percent of GDP. 1992/93 while the maximum lending rate was raised
The overall budget deficit for 1992/93 is estimatedfrom 10 percent to 15 percent. The objective of achiev-
at 10.2 percent of GDP. This is lower than the taring positive real interest rates was thus largely met.
geted deficit of 11.8 percent due to expenditure short-
falls rather than an increase in revenue. Revenue aslTaade Policy
percentage of GDP is estimated to have been 16.7
percent while total expenditure was 33.8 percent oBy 1991 the trade regime in Ethiopia remained highly
GDP. restrictive. The 1992/93 program, therefore, incorpo-
The large shortfall in expenditure largely reflectsrated a wide number of trade liberalization measures.
shortfalls in external grants and loans as well as th€he most important of these was a devaluation of the
elimination of most budgetary subsidies. On the revefficial exchange rate so as to increase Ethiopia’s
enue side, a number of structural changes were madgernational competitiveness, reduce parallel market
including rationalization of income tax, customs du-exports (which in 1991 accounted for around 15 to 25
ties and profits taxes. Non-coffee export taxes wergercent of coffee exports), and to improve income
also eliminated as were capital charges on most puldistribution given the predominance of agricultural
lic enterprises. exports from peasant farming. Other planned liberal-
The target of keeping bank financing of the deficitization measures included: reduction of quantitative
at 3 percent of GDP was not met with the actuatestrictions and their replacement with tariffs, reduc-
figure estimated at 3.8 percent. However, this was #ion of tariff rates in coordination with tax reform,
sharp reduction from the previous years and musind export policy reform.

have contributed to the fall in the inflation rate. Significant progress was made in achieving these
objectives. On October 1, 1992 the official exchange
Monetary Policy rate was devalued by 58.6 percent in US dollar terms

and since May 1, 1993 foreign exchange auctions

In the past, bank lending in Ethiopia was determinedhave been carried out every fortnight. The marginal
by government priorities with around 90 percent ofrate established at these auctions is now used for all
credit being directed to the public sector withoutforeign exchange receipts and most payments, with
regard for productivity of resulting investments. Thethe official rate being used only for payments for
monetary policy objective of the 1992/93 programessential items.
was thus to ensure reasonable credit expansion tolmport licensing is now automatic though the for-
meet the needs of productive sectors, particularly ieign exchange auction is still subject to a large nega-
the private sector. The policy, at the same time, wasive list of restricted items. There was substantial
to avoid pressures on prices and the balance of paprogress in tariff reform with the maximum tariff
ments. reduced from 230 percent to 80 percent and the num-

Broad money was programmed to grow at 19.@er of rates reduced from 25 to 10. All but two
percent. Interest rates in Ethiopia have been negativapecific rates were also converted into ad valorem
in real terms since 1988. A second important monrates. To promote exports a number of structural
etary policy objective was, therefore, to maintainimpediments to exports were lifted. These include the
positive real interest rates. streamlining of export licensing and the reduction of
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the coffee license fee, the implementation of an exeperation of public enterprises as commercial au-
port verification system, and the expansion and adkonomous entities under regular company law.
ministrative simplification of the import duty draw-

back scheme. Efforts to divest public enterprises have, however,
been slow. A number of state farms were dissolved
Public Enterprise Reform and a few enterprises such as the Ethiopian Building

and Construction Corporation and the Marine Trans-
Given the centrally planned nature of the Ethiopiarport Authority were abolished. In 1992 the remaining
economy in the past the public enterprise sector ipublic enterprises were designated as strategic or
naturally very large and pervasive. The first step imonstrategic. In the next three years the government
reforming the public enterprise sector was to breallans to sell a large number of the nonstrategic enter-
down the large sectoral corporations which were preprises including all retail shops, at least 29 hotels and
viously under the ministry of industry. This was donerestaurants, 90 state farms and 60 manufacturing en-
in November 1992 when the sectoral corporationgerprises.
were broken down into almost 100 specific public
enterprises each with its own board of directors. A
public enterprise law was enacted to provide for the

Table 7.1. Ethiopia: Current Policy Matrix, 1992/93-1994/95

Policy Objective Date Implementation
1 Fiscal Policy | - Maintain overall Fiscal Deficit at 11.8% of GDP 92/93 10.2 % in 1992/93
- Maintain bank financing of deficit at 3% of GDP 92/93 3.8% in 1992/93
- Implement tax system review 92/93
- Limit Security-related spending cont
- Conduct first round of public expenditure review May 93 implemented
2 Monetary - Strengthen bank supervision and ensure capitalization cont
Polic - Increase bank autonomy and allow private banks 92/93- to be implemented in 1993/94
4 - Introduce new interest rate structure which eliminates 92/93 implemented

subsidies and discrimination by sector

3 Trade Policy

Exchange rates| - Adjust exchange rate to eliminate overvaluation cont 58.6% devaluation in Oct 92
QRs & import - Move imports to an OGL system 92/93 implemented
licensing
Tariff reform - Revise Tariff structure to rationalize effective 92/93 maximum tariff reduced
protection no of zero rated items reduced
Export - Eliminate export subsidies and import surcharges 92/93 implemented
incentives - Revise export price verification system 92/93 implemented
- Eliminate export taxes except on coffee 92/93 implemented
4 Investment - Eliminate discretionary credit and foreign trade
Policies treatment of the private sector 92/93 implemented
5 Price and - Decontrol prices other than monopoly produced and a few 92/93 implemented June 93
Market Control [  essential goods
6 Public - Categorize PE's by present condition and ultimate status 92/93 completed
. - Sell Pe for which studies are complete or not needed 92/93
Enterprise - o
Reform - Restructure and/or privatize remaining PEs cont

Source: Ethiopia, IBRD and IMF (1992)

37



Pricing and Market Policies creased concessional foreign assistance and debt re-
lief such that bank financing of the deficit is to be

Price controls and regulations on distributions havesliminated by 1994/95. By mid 1994 customs, sales,

existed for a long time in Ethiopia. Price controlsexcise and corporate taxes are to be reformed for

were imposed at the ex-factory, wholesale and retagreater efficiency.

levels. Distribution was previously controlled by the

official distribution agencies. In 1991 the TGE em-Monetary Policy

barked on a program to lift most of these controls and

the 1992/93 program planned for the removal of mostUnder the 1993/94 to 1995/96 program the TGE

of the remaining controls. intends to expand the use of indirect instruments of
In 1992 government controls over pricing policy of monetary policy, such as treasury bills and bonds, so

most public enterprises were abolished and most rexs to achieve more effective control of the money

tail and ex-factory prices were decontrolled. The resupply. Interest rates are to be reviewed every quarter

maining retail price controls are on sugar, petroleunto ensure they remain positive in real terms and are to

and pharmaceutical products, and spare parts as wék fully liberalized by 1995/96. The supervision of

as public utility tariffs. Ex-factory and wholesale commercial banks, through the National Bank of

controls remain for four textile items, nails, corru-Ethiopia is to be strengthened. The monetary reform

gated roofing, reinforced bars for construction ands to be fully implemented by the end of the program

cement. The government maintains a policy of keepperiod.

ing the remaining controlled items priced at import

imparity. Trade Policy

The trade regime is to be further liberalized by main-
taining a narrow negative list of goods not applicable
for foreign exchange from the auction system. Tariff
The latest reform program adopted by Ethiopia covrates will be reduced further by the end of 1994 and
ers the period 1993/94 to 1995/96. This program igne tariff structure will be revised to reduce the dis-
supported by a three year Structural Adjustment Fayersion in the rates of effective protection. Constraints
cility (SAF) from the IMF for an amount equivalent {5 exports will be further reduced in 1993/94. The
to SDR 49.42 million. Ethiopia drew SDR 14.12 qyty drawback scheme will also be broadened. How-
million and SDR 21.2 million in the first and second eyer, these measures will still leave Ethiopia’s trade
annual arrangements respectively. The broad macr@egime less than fully liberalized. Measures which
economic objectives of the program are: real GDRyre stjll required to liberalize the regime include ex-

growth of 5.3 percent, inflation below 6 percent, achange rate unification and the removal of export
current account deficit of 5.3 percent and gross offijicensing requirements.

cial reserves at 15 weeks of imports, all by 1995/96.

FUTURE POLICY REFORM MEASURES

Public Enterprise Reform
Fiscal Policy

In the area of public enterprise reform the govern-
In the area of fiscal policy, the budget deficit (includ-ment plans to sell a large number of the nonstrategic
ing grants) for 1993/94 and 1994/95 is expected t@nterprises including all retail shops, at least 29 ho-
remain at high levels (9.7 and 11.5 percent of GDRg|s and restaurants, 90 state farms and 60 manufac-
respectively). This is due to the additional outlaysyring enterprises over the next three years. In 1993/
needed for rehabilitation, reconstruction and resettlegq public enterprises are to be given more autonomy
ment as well as for basic economic and social seyng are to lose their preferential access to foreign
vices. However, the deficit is to be met from in-gychange and bank loans. Public enterprise tax ar-
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rears are to be eliminated and the government will nenergy policy and strategy at the initial stage. Trans-

longer guarantee their domestic borrowing. port and telecommunications policy will emphasize
increasing capacity and competition. Thus private
Price and Market Liberalization freight forwarders, clearing agents and transport agents

are to be licensed. To improve housing supply, gov-
Agricultural productivity is to be improved, particu- ernment owned houses are to be sold to the private
larly through strengthened and expanded agriculturadector and the private sector will be encouraged to
research and extension services. The energy sectdevelop a private urban housing market.
reforms will involve the formulation of a national
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Table 7.2. Ethiopia: Policy Matrix, 1993/94-1995/96

Policy Objective Date Implementation
1 Fiscal Policy | - Eliminate bank financing of consolidated government deficit - 94/95
- Reform customs, sales, excise and corporate taxes - 93/94
- Eliminate customs and tax arrears of PE’s - 93/94
- Reduce security-related spending as % of GDP - cont
- Undertake full public expenditure review - 93/94
2 Monetary - Introduce indirect monetary control instruments - 95/96
Policy - Strengthen bank supervision by NBE
- Periodically (¥4ly) review interest rate to maintain positive - cont
real interest rate - 95/96
- Allow interest rate to be market determined
3 Trade Policy
Exchange rates| - Maintain competitive exchange rate - cont
QRs & import - Narrow negative list of goods applicable for forex auctions - cont
licensing - Streamline import licensing procedures - May93-
Tariff reform - Revise tariff structure to reduce dispersion in effective - end 94
protection rates and to reduce tariff levels
- Reduce duty exemptions and concessions for non-exporters -end 94
Export - Operationalize and widen duty drawback system 93/94
incentives - Remove regulatory, marketing and customs constraints 03/94
- Reduce coffee export license fee - 93/94
4 Investment - Simplify licensing and land acquisition procedures - end 93
Policies - Adopt one-window approval process for foreign & joint - 93/94
ventures
5 Price and - Minimize wage & work regulations that encourage substitution | - 93/94-
Market Control of capital for labor
- Decontrol all retail prices (except sugar, petrol prods, - Jun 93 implemented
spare parts, public utility tariffs and pharmaceuticals) implemented
- Decontrol ex-factory prices (except 9 essential goods) -Jun 93 P
- Set controlled prices to import parity plus tariff - 22/9924
- Set petroleum product prices to import parity plus tariffs .
6 Public - Ensure PE autonomy in pricing, procurement, staffing etc. - 93/94-
Enterprise - Eliminate budget support of PE losses through subsides and | . g3/94-
Reform tax arrears _ '
- Eliminate govt. guarantees for PE domestic borrowing - 93/94-
- Eliminate preferential access of PEs to forex and CBE loans - 93/94-
- Begin implementation of phased action plan to divest PEs - 93/94-

Source: Ethiopia, IBRD and IMF (1993)
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